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14 OCT 1992

CANCELLED: 13 APR 1993

COMMANDANT NOTICE 7010

SUBJ: CH-26 to COMDTINST M7010.5; Non-Appropriated Fund
Activities Manual

1. PURPOSE. The purpose of this Notice is to provide changes to
the subject Manual. The contents are intended for all units
with exchanges.

2. BACKGROUND. The calculation for Uniform Reimbursement has
been changed and was not previously included in this
COMDTINST. This provides updated information, procedures,
and forms to be used in this regard.

3. SUMMARY OF CHANGES. Significant changes are marked by a
vertical line in the margin.

4. ACTION.
a. Make the following pen and ink changes to subject manual:
On page i1i of the Table of Contents, change Enclosure

(24) to read Uniform Reimbursement.

b. Remove and insert the following pages:

Remove Insert
Enclosure (24) Enclosure (24) CH-26
J. M. LOY

Chief, Office of Personnel
and Training

Encl: (1) CH-26 to COMDTINST M7010.5
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COMDTINST M7010

CHAPTER 1. GENERAL

A.

NAFA Definition.

1. Non-Appropriated Fund Activities (NAFA) include: retail
outlets (e.g., specialty stores); service activities
(e.g., cafeterias, clubs); and such other activities as
may be authorized.

2. At the unit level, all such NAF Activities shall be
conducted as a single financial management

enterprise.

Mission.

1. The mission of Coast Guard Non-Appropriated Fund
Activities (NAFA) is to provide service to all Coast
Guard personnel and other authorized patrons. Such

service is to be specifically provided through
establishing and maintaining attractive, well-managed
facilities as convenient, competitive sources of
articles and personal services to satisfy proven demand,
and to generate those reasonable profits necessary for
support of the Coast Guard Special Services program and
for perpetuation and growth of NAFA, both locally and
servicewide.

Legal Status.

1. Non-Appropriated Fund Activities are instrumentalities
of the United States. U.S. Coast Guard NAFAs are
integral parts of the Coast Guard. NAFA employees are
employees of the U.S. Coast Guard.

2. U.S. Coast Guard NAFAs are subject to such regulations
as the Commandant, U.S. Coast Guard may prescribe.

3. U.S. Coast Guard NAFAs shall not be operated for the
financial profit of an person, group, or combination of
persons, and no individual shall have any financial
interest or right, in any manner whatsoever, in any
property used, acquired or held in the operation of such
activities.

4. The U.S. Coast Guard NAFA System is a Support Program of
the Coast Guard. Program direction has been vested in
Commandant (G-P).

Objectives.

1. To optimize the amount of benefits that NAFA can legally
provide Coast Guard personnel and other authorized
patrons.

2. To operate NAF Activities at all levels in the most efficient manner
as integral parts of a well-defined and professionally managed
program.
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D. 3.

To maintain a sound capital structure to ensure
continued development and improvement of NAFA resources.

Subject to the broad objectives listed above, the
following are specific objectives of the NAFA program:

a. Compatibility - NAFA requirements shall follow those
procedures/systems which currently exist to support
other Coast Guard programs except where there are
requirements peculiar to NAFA.

b. Uniformity - NAFA service and performance standards
shall be uniform throughout the Coast Guard to the
extent feasible.

c. Management - NAFA management/operation shall be
decentralized but based upon well-defined
servicewide policy and direction.

d. Relationship between NAFA and Special Services -
NAFA and Special Services program requirements shall
be coordinated to ensure optimal resource
allocation.

E. Manual for Non-Appropriated Fund Activities.

1.

A copy of this manual shall be kept readily available
for reference by NAFA personnel.

Deviations from the requirements of these regulations
will be approved only by Commandant (G-P) where special
circumstances justify such deviations. Requests for
deviation will be addressed to Commandant (G-PXM) via
the chain of command. Authorization for deviation will
normally be granted for periods of one years
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CHAPTER 2. PROGRAM POLICY/CRITERIA

A. Command Relationships.

1.

Headquarters' Trust Fund Board of Control. This body
provides continuous overview of the NAFA and Special Services
Programs. The Trust Fund Board of Control shall serve

in the capacity of a board of directors to:

a. Make broad policy determinations concerning NAFA;
b. Define fundamental operating principles;
c. Monitor and evaluate program performance;

d. Integrate NAFA and Special Services requirements to optimize
servicewide benefits to Coast Guard personnel.

Commandant (G-F). Subject to the Commandant's general
direction through the Trust Fund Board of Control, authority
and supervision over Coast Guard NAF Activities is vested in
Commandant (G-F). Specific program administration is vested
in Commandant (G-FNM) .

NAFA Program Board of Advisors. Commandant (G-F) may

appoint a NAFA Program Board of Advisors in order to assist in
the development of NAFA program standards and procedures.
Composition of the board will be structured to provide a broad
range of NAFA experience and geographical

representation. The board shall meet as circumstances

require to review current objectives, recommend changes in the
long term strategic objectives of the NAFA program, and
perform other functions as directed by the support

program manager.

Cognizant Authority. The Cognizant Authority is the

district commander for district units and commanding officers
for headquarters units. The Cognizant Authority is responsible
for administration of the NAFA program at his unit or within
his geographical area. He shall be guided by this

manual and other pertinent directives. He shall promulgate
supplemental instructions regarding NAFA operations within

his cognizance when necessary.

District Boards of Directors/Advisory Boards.

a. Each district may appoint a NAFA advisory board. This
board will review district-wide NAFA operations and
provide recommendations to the district commander
concerning approval of NAFA budgets, major NAFA
expenditures, operating policies, financing arrangements
for NAFA projects, and such other considerations
as appropriate.

1982



COMDTINST M7010.5, CH-11

22 JUNE 1982

2-A.

5. b.

The Board shall meet regularly as circumstances require.
Proceedings of the meetings shall be properly recorded, and
those minutes shall be maintained as permanent files in

the district office.

6. Unit Commanding Officer. Subject to the general

supervision of higher authority, the commanding officer shall
have primary jurisdiction over and responsibility for NAFA
operation at his unit. He shall be guided by this

manual and other pertinent directives.

a.

The commanding officer shall ensure sound financial
operation and continued solvency of the unit NAFA.

The commanding officer may prescribe such additional
rules consistent with those established by higher
authority as is considered necessary.

The commanding officer shall ensure that entertainment
provided for the pleasure of patrons, their dependents,

and guests, whether for special events, private parties, or
for other purposes should always be wholesome and diverse
so as to satisfy the various tastes of the

membership. Standards of discretion and good taste must

be used in the selection of all entertainment. Programs
should be tailored to avoid offending the dignity of
members, their dependents and guests, and not

be embarrassing to the Coast Guard.

The commanding officer being relieved shall

furnish to his relief copies of the latest NAFA financial
reports and the current NAFA operating budgets showing the
financial condition of the unit NAFA at the end of the
most recent accounting period and projected future
operating results. The relieving officer may

request additional supporting information and current
audit reports when the financial

condition of the unit NAFA is not within

established standards.

7. Unit NAFA Advisory Board.

a.

Each unit should establish a NAFA Advisory Board to
represent the various views of the patrons of NAFA,
including Satellite Exchange patrons.

This board shall review and make recommendations on:
(1) NAFA policy and its effects;
(2) Capital Asset Development Plans;
(3) NAFA services, policies and procedures, both existing
and desired;
(4) The extent to which the overall objectives of NAFA are
being met; type, format, and frequency of
entertainment.
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(5) Any other related matter.

c. The NAFA Advisory Board may establish subcommittees as
necessary to review the operation of specific activities.

(1) All NAFA Advisory Groups should meet regularly,
generally once a quarter. Minutes of these meetings
shall be recorded and copies distributed with a list
of attendees to the commanding officer, the
NAFA Officer, board members, the cognizant authority
and other interested parties.

(2) Members of Advisory Groups shall not receive
financial remuneration from NAFA in cash, goods or
services for any duties performed as
members of the group.

8. Unit NAFA Officer. The Unit Officer shall be the
officer, enlisted person or civilian employee designated in
writing by the commanding officer.

a.

Under the general supervision of the commanding officer
the NAFA Officer shall be responsible for carrying out
applicable provisions of this manual, and for such
additional regulations as are prescribed by

higher authority.

The NAFA Officer shall at all times be familiar with the
provisions of this manual and will make the manual
available to all NAFA employees requiring that they be
completely familiar with applicable provisions.

The NAFA Officer shall be responsible to the commanding
officer for the solvent, proper and efficient operation of
all NAF Activities centers under his jurisdiction.

The NAFA Officer shall be the custodian of records, funds,
stock and property of the NAF Activity, and shall be
responsible for their safekeeping and preservation
against loss.

The NAFA Officer shall be responsible for the careful
ordering of merchandise and for the prompt settlement of
all indebtedness incurred by the NAFA Activity.

The NAFA Officer or his written designee shall sign all
purchase orders and checks.

The NAFA Officer, when authorized in writing by the
commanding officer, may delegate in writing such authority
as he considers necessary to officers, enlisted personnel,
or civilian employees.

2-3
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h.

(cont'd) Such delegation of authority will be limited to
that required for these subordinates to properly
discharge their assigned duties and properly

carry out the mission of NAFA. This delegation may
include authority for:

(1) Custody, care and protection of monies and property;

(2) Proper documentation of receipt and issue of material
and monies;

(3) Custody and accurate maintenance of stock and
financial control records;

(4) Inventory control practices to ensure prescribed
stock levels;

(5) Taking inventories and submission of inventory reports;
(6) Preparation of required reports and financial returns;
(7) Signing purchase orders and checks.

The NAFA Officer cannot assign to others any of the following
responsibilities:

(1) Responsibility in regard to military and administrative
responsibility to the command;

(2) Responsibility for accurate accounting for NAFA
property and monies unless specifically approved by
the command in writing;

(3) Responsibility for coordination, guidance and
supervision of all NAF Activities under his control;

(4) Responsibility for accomplishment of duties and
functions of the NAF Activity;

(5) Responsibility for supervision and direction of
subordinates in their efforts to carry forward
assigned tasks to a successful conclusion.

Minimum controls that must be exercised by the NAFA
Officer to assure that responsibilities assigned to
subordinates are being met will include:

(1) Written directives to subordinates, defining the
responsibilities assigned to them;

(2) Frequent inspections of NAFA spaces and operations
for the purpose of ensuring the effective performance
of tasks assigned and rendering such direction,
guidance and instructions as may be necessary.

2-4
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When possible, the relief of the NAFA Officer should be
timed to coincide with the close of a fiscal quarter.
Otherwise, the NAFA Officer shall provide his relief with
copies of the latest NAFA financial reports and the
current NAFA operating budgets, showing the

financial condition of the unit NAFA at the end of the
most recent accounting period and projected future
operating results.

(1) The NAFA Officer and his relief shall jointly verify
the various NAFA cash funds.

(2) The bank balances or the various NAFA checking and
savings accounts shall be ascertained. The NAFA
accounting record balances for these accounts shall
be reconciled to the bank figures.

(3) The relieving officer may require such additional
lists as physical inventories and certification of
receivables and payables when the financial condition
of the unit NAFA is not within established standards.

(4) The NAFA Officer retains his responsibility for the
NAF Activity until actually relieved thereof.

(5) In the temporary absence of the NAFA Officer, for a
period of not more than 30 days, an acting NAFA
Officer may be designated. The extent to which he
shall assume and perform the duties of the NAFA
Officer shall be specified by the commanding officer.

(6) Whenever practicable an "on-site" relief of the NAFA
Officer will be accomplished.

(7) When the NAFA Officer is relieved, he shall invoice
to his successor, and his successor shall receipt to
him for all funds, property, accounts, and records
turned over. Any discrepancies
shall be set forth in the letter of relief.

(8) The original of such letter of relief shall be filed
with the NAFA official records, with a copy to the
District (fbr) or to Commandant (G-FNM) for
Headquarters Units. A copy shall be
furnished to each of the relieved and relieving
officers.

2-5
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2-A.9. Local NAFA Organization.

a. Unit NAF Activities shall be conducted as a single,
intergrated management entity under the unit NAFA
Officer. The number of activities and subordinates and
the authority delegated may vary at each unit due to
natural differences in the type of unit, the size of
the authorized clientele, and other local factors.

b. Every unit shall consolidate NAFA administrative services
such as cash management, purchasing, payrolling,
accounting, personnel administration, internal audits and
general management to the maximum possible extent.

c. The activity manager is responsible to the NAFA Officer
for the day-to-day operation of his activity. Managers
may be assigned Coast Guard personnel or NAFA-paid
civilians. They should have and apply the
necessary business qualifications and personal
characteristics required for the job.

(1) Activity managers and their employees shall at all
times be familiar with the applicable provisions of
this manual.

(2) Activity managers shall be responsible for the
records, funds, stocks and property of their assigned
activity.

(3) The transfer of custody of merchandise, cash, or
property shall be effected upon relief of the
activity manager, and shall be subject
to audit under the direction of the NAFA Officer.

d. All unit NAFA personnel, whether assigned Coast Guard
personnel or NAFA-paid civilians, shall be assigned their

duties in writing via an approved position description.

B. Authorized Activities.

1. TIdentification. Procedures for identifying authorized
activities are described in Enclosure (4). All authorized
activities must be properly identified and segregated for
reporting purposes.

2. Establishment. The establishment of NAF Activities must be
authorized in writing. Procedures for establishing NAF
Activities are detailed in Enclosure (5) to this manual.

3. Disestablishment. The disestablishment of NAF Activities
must be authorized in writing. Procedures for disestablishing
NAF Activities are detailed in Enclosure (6) to this manual.

4., Limitations on Activities.

a. The establishment or operation of an independent civilian or
military dependent enterprise providing any services or
consisting of activities which a NAFA is authorized to
operate is prohibited, except as specified in this manual or
as authorized by Commandant (G-FNM) .

2-6
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.4. Db. The operation of gambling devices, such as punchboards, slot
machines or similar devices by or in any NAFA is prohibited.

c. State-tax-free products will not be sold through any vending
machine to which uncontrolled access by the general public
is possible.

d. Courtesy cards entitling military or civilian personnel to
purchase merchandise from commercial enterprises will not be
issued by or in the name of NAFA.

e. The use of NAFA premises, facilities or personnel by firms
or their representatives for any type of advertising,
promotional or solicitation purposes is prohibited unless
under NAFA contract. This does not preclude free product
demonstrations, merchandising assistance, or training of
sales personnel. Equipment which combines display and
utility, such as vendor-supplied racks or counters, is

authorized. Participation in commercial contests involving
free prizes or premiums for authorized patrons is
authorized.

Authorized Patrons and Identification.

1. Categories of Authorized Patrons. These are listed in
enclosure (2) to this manual.

2. Identification/Controls. Procedures for proper identification
and control of CGES patrons are specified in enclosure (2) to
this manual.

Annual Audits.

An annual audit is required for all NAFA units. The commanding
officer may appoint a local audit board, request that auditors be
provided by the cognizant district commander, or contract with a CPA
firm for the services required.

Operational and Administrative Procedures.

The procedural guidance promulgated in enclosures to this manual
provide a uniform servicewide approach to the varied operational and
administrative tasks of NAFA. Each enclosure indicates whether the
procedure is prescribed (mandatory) or provided as a recommended
guide for the command.

Internal Control.

The Internal Control Review process outlined in the Comptroller
Manual (COMDTINST M4400.13), Volume III, Supply/Property and

2=17 CH-27
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2-F

CH-19

(cont'd)

Transportation, Part 1, chapter 1 is to be accomplished as

directed by cognizant authority. These reviews are to improve the
effectiveness and efficiency of the Comptroller's program in
compliance with the Office of Management and Budget (OMB) Circular
A-123 and the Federal Managers' Financial Integrity Act of 1982.

Review and audit procedures contained in enclosures

(14) and (40) of

this manual remain in effect for local use.

DRINKING AGE.

1. On military installations in the United States the minimum age
for purchasing, consuming or possessing alcoholic beverages
(including beer, low alcohol beer, or any other low alcohol

beverage)

shall be consistent with the law of the state in which

the installation is located except as noted below:

a.

Remote Location Exception. At remote locations where
privately owned motorized vehicles are unavailable for use
by service members, alcoholic beverages may be authorized by
the Commandant for all military personnel regardless of age.

Health and Safety Endangered. The Commandant may

authorize exception where an installation is within 50 miles
or one hour driving time of a neighboring state or foreign
nation with a lower drinking age than the state in which the
installation is located, and it is determined that there is
a substantial risk of increased incidence of intoxicated
driving by service members driving to or from the
jurisdiction with the lower drinking age. The determining
factor in granting or denying this exception will be the
motor vehicle safety of the community.

Foster Morale, Esprit and Unit Cohesion. Exceptions to
foster camaraderie and friendship in a military environment
that will appeal to the entire spectrum of the military
community may be permitted under controlled conditions.
These may be authorized in those infrequent, nonroutine
occasions when an entire unit, as a group, marks at a
military installation a uniquely military occasion such as
the establishment of a military service, organization, or
vessel.
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Term

ACTIVITY

ACCESSORY ITEMS

ANTICIPATION

ASSORTMENT PLAN

BEST BUY (B.B.)

BACKUP STOCK

BALANCE AND MIX

BALANCED STOCK

Encl. (1) to COMDTINST M7010.5 CH-15

31 MAY 1983
RETAILING GLOSSARY

Definition
(A)

A separate and distinct profit center.

Merchandise that "goes with" or is
coordinated with larger or main items, i.e.,
dresses, suits, furniture, etc.

An extra discount commonly allowed by
vendors when a bill is paid before the
expiration of the cash discount period.
Anticipation is usually figured at 6% a
year. However, some vendors specifically
state on their invoices that no anticipation
is allowed and, in such cases, there is no
advantage to prepaying the bill.

Complete range of merchandise in a category
planned to various depths of inventory to
meet customer demand.

(B)

An item carried in a price line that is the
best buy for the customer interested in
intrinsic quality.

Additional merchandise available in
warehouse or in forward (in-store) stock
room. Important for best-selling staples.

A complete assortment of merchandise, i.e.,
watches, alarm clocks, Jjewelry, sunglasses
or other merchandise to satisfy wants and
needs of customer majority.

An assortment of merchandise encompassing
all price zones or price ranges in
proportion to customer demand.
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31 MAY 1983
Term

BREAK-EVEN RETATL

BRANCH

CASH ON DELIVERY (C.0.D.)

CLASSIFICATION

COMMITMENTS

CONCESSION

CONTROL, DOLLAR

CONTROL, UNIT

Definition

A retail price providing enough of a markup
to cover the direct expenses of stocking and
selling the item. It is the price at which
the item is expected to contribute neither
to profit nor to loss; that is, it provides
no controllable margin to help pay for the
joint expenses of either the department or
the store.

A NAFA profit center operated and managed by
a parent command at a remote location.

(C)

The buyer must pay when the goods are
delivered.

A subdivision of a selling department for
which separate merchandising records are
kept but to which expenses are not charged
and for which net operating profit is not
determined.

The amount of merchandise for which a store
has contracted to be delivered during a
specified period. TIf the period is far in
the future, the commitments include only
outstanding orders. If the period has
partly elapsed, the commitments include
current outstanding orders plus purchases
already received during the elapsed portion.

The privilege of operating a subsidiary
business on-board a Coast Guard
installation.

The analysis and planning of sales and
stocks in dollar value.

The analysis and planning of sales and
stocks in pieces of merchandise.



Term

COST

COST AND FREIGHT (C&F')

CUSTOMERS, ALLOWANCES TO

CUSTOMERS, RETURNS EFROM

CUSTOMER RETURN AND
ALLOWANCE PERCENTAGE

DELIVERY PERIOD

DEMURRAGE

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The price at which goods are purchased in
the wholesale market. Technically, this
includes the billed cost and the
transportation cost. The billed cost is the
amount asked or charged by the seller
without the deduction of cash discounts.
Transportation cost is the amount charged
the store for delivery. This charge may be
made either by the seller or by a
transportation company for delivery. When
the seller absorbs any cost of
transportation in the billed price, and
delivers the goods without separate charge
to the buyer, no separate transportation
cost 1s recognized.

Shipping term indicating that seller will
pay only freight charges, not insurance.

Price reductions resulting in refunds to
customers after the original sales.

Cancellation of sales. The returns for a
period measured by the retail value of goods
returned by customers to the store and to
stock. Even exchanges, in which a customer
returns one article for another of the same
value, are usually not included in gross
sales or returns.

The sum of returns from customers and

allowances to customers expressed as a
percentage of the gross sales for the

period.

(D)

The expected period of time between ordering
the merchandise and receipt into stock. 1In

planning, it is prudent to set the delivery

period longer than the normal delivery time

to allow for delays.

Retention of freight vehicle or vessel
beyond time allowed for loading and
unloading and subsequent retention charge.
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Term

DEPARTMENTAL ANALYSIS

DEPARTMENTAL OPERATION
ANALYSIS

DISCOUNT, CASH

DISCOUNT, QUANTITY

DOLLAR SALES

PER SQUARE FOOT

DROP SHIP

EQUATING VELOCITY

Definition

Analyzing a department to determine if it is
producing its share of sales volume and
whether gross margin realized is adequate to
cover expenses and contribute to store
profits.

When unsatisfactory conditions are found
detailed studies are made, including
mark-on, cash discount, styling, price
lining, customer traffic selling services,
visual merchandising, layout, display,
customer returns and allowances.

A discount allowed by a vendor for paying
the invoice within an agreed time. Example:
2/10 means 2% is allowed if the bill is paid
within 10 days of the bill date.

A discount allowed when a given quantity is
purchased. It is an inducement to buy a
larger-than-average amount and may be
deducted, regardless of when the bill is
paid.

Departmental results derived by dividing
each department net sales by the average
number of square feet the department
occupies. Increasing sales per square foot
is an important objective.

Merchandise shipped directly to a branch

store or other NAFA when orders are

consolidated. Saves time and expense of

transferring from warehouse to branch store.
(E)

Determining the increase in sales necessary
at a lower price to provide the same
aggregate dollar margin obtained at the
higher price; also the decrease in sales at
a higher price that will provide the
aggregate dollar margin obtained at a lower
price. The margin may be calculated at the
initial markup level, the maintained markup
level, the gross margin level or the
controllable margin level.



Term

EXPENDITURES

EXPENSES

EXPENSES, ALLOCATED

EXPENSE CLASSIFICATION

EXPENSE CONTROL,

REQUISITION SYSTEM OF

EXPENSES, DIRECT

EXPENSES, FIXED

EXPENSE, INDIRECT

EXPENSES, OPERATING

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The outlays made during an accounting
period. Some are for expense, some for
merchandise and some for the purchase of
other assets.

The cost of operating a business, other than
the costs of merchandise, that are properly
chargeable to an accounting period.

Expenses, other than direct, for which good
and appropriate bases of expense
distribution exist so that the expense
assignment represents a reasonable estimate
of the true expense incurred by each
activity.

The grouping of expense accounts according
to a standard plan.

A system of authorizing expenditures for

expense items only after an outlay has been
requested in writing and checked against the
budgeted figure for that type of outlay.

Expenses incurred separately for the benefit
of an activity. They can be assigned to
activities directly without the intervention
of any element of judgement. Direct
expenses common to most stores are selling
payroll, salaries of managers and
supervisors, supplies and delivery charges.

Operating expenses in dollars not affected
by increases or decreases in sales volume.

Expenses incurred for the benefit of the
NAFA as a whole or for a group of
activities.

Amounts disbursed or incurred in order to
operate the business as distinct from
outlays to finance the business. They
include: (1) cash outlays for services
provided the business during an accounting
period, such as payroll, advertising,
utilities and rent, and (2) inputed expenses
or charges made against the business for
services received during the period but paid
for either in an earlier or later period.
This figure is also called expenses.



Encl.
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Term

EXPENSES, PRO

"FATIR TRADE"

FREE ON BOARD

POINT

GROSS PROFIT

GROSS PROFIT
PERCENTAGE

INCOME,

OTHER

RATED

LAWS

(F.O0.B.)

Definition

Joint expenses that cannot be charged
directly to activities nor allocated to them
on a basis that measures the service each
has received. They are assigned to
activities pro rata to dollar sales volume.
Note: Some NAFAs neither allocate nor
prorate expenses to activities, charging
them only for direct expense and obtaining
for each a controllable margin or activity
contribution, as it is often called.

(F)

State laws and the supporting federal
Miller-Tydings Act and amendments, giving
sellers the right to fix minimum resale
prices for their products.

Indicates the point at which legal title to
the goods passes from seller to buyer. In
addition, it usually indicates the point to
which the vendor has agreed to pay
transportation charges. For example, F.O.B.
Factory means that title passes when the
goods leave the factory and the store must
pay transportation charges from the factory
to the store. F.O.B. Store, on the other
hand, means that title passes when the goods
arrive and that the shipper will pay
transportation charges to the store.

(G)

The difference between the sales and the
total cost of merchandise sold. This figure

is sometimes called gross margin.

The difference between the net sales and the
total merchandise costs divided by the net
sales.

(I)

Income from sources other than the sale of
merchandise. Such sources include, interest
and dividends received, and profits from the
securities redemption.



Term

INVENTORY

INVENTORY, BOOK

INVENTORY, COST METHOD OF

INVENTORY, ESTIMATED
PHYSICAL

INVENTORY FLOOR PLAN

INVENTORY VALUATION

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The goods on hand at a specified accounting
date. The term may apply either to the
physical goods or the value applied at the
time of accounting.

The amount of inventory, in dollars and
cents, as determined from records rather
than from actual count. Basically, the
formula used is opening inventory plus
purchases minus sales equals closing book
inventory. Includes adjustments for
transfers and markdowns as well.

The calculation of the value of inventory by
first determining the original cost price of
each item or group of items. Cost codes on
price tickets are commonly used for this
purpose but serial or reference numbers
attached to the goods may allow the
determination of cost from other records.

Book inventory minus an estimate of the
shortages that occurred during the period
involved. If the estimate is correct,
estimated physical inventory and actual
physical inventory will provide the same
figures.

A diagram of the layout of the merchandise
fixtures in a store or department with each
fixture and subdivision (drawer, shelf or
bin) assigned a distinguishing number.
Inventory sheets or tags are assigned to
each fixture and a central record is
maintained so that, if an inventory sheet or
tag is missing, merchandise not yet included
in the count can readily be determined.

A determination of the proper inventory
value for profit-figuring purposes. The
usual rule is "cost or market, whichever is
lower."
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Term

INVENTORY VALUATION,
COST OR MARKET METHOD OF

INVENTORY PHYSICAL

INVENTORY, RETAIL METHOD OF

INVOICE CUT-OFF

LEADER

LEVERAGE

LOSS-LEADER

Definition

Valuing an inventory at the cost price of
the items involved or at their current
market value, whichever is lower. It is a
threefold process, involving (1) taking
physical inventory at billed cost
prices--determined from cost codes on price
tickets or by reference to other cost
records; (2) depreciation on items that are
not now worth what was paid for them; and
(3) determining the approximate amount of
transportation charges the store has
incurred in transporting the inventory to
the store--this is considered to be a part
of the value of the inventory.

The quantity or the value of merchandise on
hand at a given time, as determined by an
actual count.

A method of determining the cost or market
value of an inventory by listing and
totaling the goods on hand at current retail
prices and translating this retail wvalue to
"cost."

Setting a specific time after which invoices
received will not be included in the
calculation of the inventory on hand. After
this time, do not include the merchandise
corresponding to these invoices in the
physical inventory count.

(L)

A selected item deliberately priced under
maximum profit in order to attract
customers.

The influence of changes in sales volume on
profits caused by fixed expenses. A
relatively small increase in sales normally
causes a relatively large increase in
profits since many expenses are fixed.
Conversely, a small sales decrease normally
causes a large decrease in profits.

A selected item deliberately sold under cost
in order to attract customers.



Term

MAN HOURS

MARGIN, CONTROLLABLE

MARKDOWN

MARKDOWN CANCELLATION

MARKDOWN GOODS PERCENTAGE

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition
(M)
The total productive hours worked by all
employees in a work center during a
specified period. It includes the scheduled

hours worked by supervisors.

The difference between the gross margin and
the direct departmental expenses over which

the department manager has some control. It
is calculated first for each department and
totaled for the store. See Direct

Expenses. Also called controllable profit,
semi-net profit and department contribution.

A retail price reduction caused by a
reduction in the value of the goods. Thus,
if 100 articles retailing at $1.00 each
became slow-selling and are reduced to 89c
the markdown is $11.00 for the lot.
Markdowns are added to sales to obtain total
retail merchandise handled or the initial
markup percent.

An increase in price caused by marking

goods back to (or toward) the original
retail price. For example: TIf 100

articles originally retailing for $1.00 are
marked down to 80c, and if subsequently 30
are marked back to $1.00, the gross markdown
is $11.00, the cancellation $3.30, and the
net markdown $7.70.

The dollar sales of goods marked down
divided by total sales. Assuming carryovers
of markdown goods in opening and closing
inventories are the same, find the markdown
goods percentage by subtracting the dollar
markdowns from the original retail prices of
markdown goods and dividing by the total
dollar sales.
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Term

MARKDOWN OFF PERCENTAGE

MARKDOWN TIMING

MARKUP

MARKUP PERCENT ON COST

MARKUP PERCENT ON RETAIL

CH-15

Definition

The dollar markdowns divided by the original
retail price of the goods marked down. This
relationship is the one that the public
regards as the markdown percentage. If all
the merchandise handled is sold, the
original retail price is the same as the
sales plus the markdowns. Where opening and
closing inventories are involved, the
original price of the goods (if interpreted
as the original price for the accounting
period) approximates the sales plus the
markdowns for the period. This is based on
the assumption that markdowns reflected in
the opening inventory are probably balanced
by markdowns in the closing inventory.

Selecting the time to take markdowns
relative to the length of the selling season

still remaining.

The difference between the cost and the

retail price of merchandise.

form: Markup = retail
article is offered for
costs 65c?, the markup
term markup is used it
specified) the initial
difference between the
placed on purchases an

The markup divided by
form, it is Markup. I
cost

Cost

65c, and markup 35c, t
$.35 = 53.8 percent.
cost $.65

is higher than markup

In equation

- cost. If an
sale at $1.00 and
is 35c. When the

is (unless otherwise
markup which is the
original retail price
d the cost.

the cost. 1In equation
f retail is $1.00,
he markup percent is

Markup percent on

percent on retail.

The generally accepted plan is to express

markup on retail, even

though markup percent

on cost is the older method.

The markup divided by

equation form, it is Markup.

the retail. 1In
If retail

Retail

is $1.00, cost 65c, an
markup percent is $.35

d markup 35c, the
= 35%

$1.00

retail, means the same

10

as percent on retail.



Term

MAXIMUM

MERCHANDISE, BASIC
ASSORTMENT

MERCHANDISE PLAN

MERCHANDISE (OR STOCK)
SHORTAGE

MERCHANDISE TRANSFER-IN

MERCHANDISE TURNOVER

MERCHANDISING

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The amount of stock that should be on hand
and on order just after a reorder is
placed. As a formula, maximum equals
delivery period plus safety factor plus
reorder period.

The smallest number of pieces within a
grouping of merchandise to provide
sufficient sizes, colors, style numbers etc.
to satisfy customer demand. It may also
provide for more than one piece in a style
number, size and color combination, so as to
avoid a "hold" in the stock whenever a sale
is made.

A forecast, usually by months for a
six-month season, of the major elements that
enter into gross margin. It normally
includes sales, stocks, purchases, markups
and markdowns.

The discrepancy between the amount of
merchandise that the store's records
indicate should be on hand and the amount
actually on hand. It reflects: (1)
physical loss and (2) errors in record
keeping and counting.

A purchase from another department or branch
store. It is not a sale in that it is not a
source of profit.

This term is used to refer to the number of
times the average inventory was disposed of
during a specified period. Merchandise
turnover is properly determined by dividing
the computed cost of goods sold by the
average inventory, at cost, for the specific
period. Sometimes, when the retail
inventory method is used, merchandise
turnover is determined by dividing the sales
for the period by the average inventory at
retail value.

Merchandising is the planning and
supervision involved in marketing the
particular merchandise or service at the
places, times, prices and in the quantities
to best serve the business' marketing
objectives.

11
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MINIMUM

NAFA
NAFI

NET WORTH

OPEN-TO-BUY

OPEN-TO-SPEND

OPERATING BUDGET

OPERATING STATEMENT

OUTSTANDING ORDERS

Definition

Amount of stock planned to be on hand at the
moment a reorder is placed. It is
sufficient to cover probable sales during
the delivery period and to provide for a
safety factor.

(N)
Non-Appropriated Fund Activity.

Non-Appropriated Fund Instrumentality.

The owner's equity in the store. The
difference between the assets and
liabilities. Profits are commonly expressed

both as a percentage of net worth and as a
percentage of net sales.

(0)

The amount of merchandise that may be
ordered for delivery during a control
period. It is the difference between the
planned purchases and the commitments
already made for the period.

The difference between an expense budget for
a period and the amount spent to date, when
the former is the larger.

A control forecast management tool for the
NAFA officer which provides goals and/or
limitations on Sales, Cost of Goods Sold and
Expense. It aids in achieving the planned
Net (contribution) Profit.

An analytical presentation in figures of the
income, costs and expenses of a business for
an accounting period, such as a month, a
quarter or a year.

The amount of merchandise that a store or

department has contracted for delivery
during a period but has not yet received.

12



Term

OVERAGE

OVERHEAD

PAYROLL EXPENSE PERCENT

PRICE LINE

PROFIT

PROFIT NET

PROFIT, OPERATING

PURCHASES

REORDER PERIOD

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The difference between the book and physical
inventories when the latter is the larger.
Nearly all overages are caused by clerical
errors.

A synonym for fixed expenses.
(P)

The total payroll for the work center
expressed as a percent of the total sales.
The sales are the store sales where the
center services the store but where the
selling department is regarded as a work
center, the sales are the department sales.

A specific price at which a representative
stock assortment is carried.

The gain a business realizes over a period,
measured in terms of money. It is the
excess of income over the cost and expenses
of earning the income.

The sum of operating profit and other income
less overhead and system expenses. It is
also called net gain.

The business gain realized from trading
operations alone. It is the difference
between sales income on the one hand and the
cost of merchandise sold plus the operating
expenses on the other.

The amount of merchandise received by the
retailer during a period (at cost or retail
value). The term is distinguished from
orders that represent the amount contracted
for delivery during a period but not
necessarily received in that period.

(R)

The frequency planned for reordering a
specific item.

13
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Term

RETATL

SAFETY FACTOR

SALES

SATELLITE

SELLING DEPARTMENTS

SHORTAGE

Definition

The price at which goods are offered for
sale. In practice, three different retail
prices may be recognized: (1) the original
retail price placed on goods when first
purchased; (2) the current retail price of
goods in stock, which may be more or less
than the original retail if the price has
been changed; and (3) the sales retail, the
price at which the sale is actually made,
after markdowns, if any.

(S)

A reserve for contingencies, especially for
unforeseen increases in rate of sale. It
may be expressed in term of weeks supply or
as a specific quantity in units. When
applied to a classification rather than a
single item of merchandise, it also must
include a provision of a basic assortment of
colors, sizes and so forth.

The amounts received or accrued to the store
in exchange for merchandise sold to
customers during an accounting period.

A small NAFA operated as an extension of a
larger NAFA.

A physical division of a store, containing
related merchandise grouped for purposes of:
(1) determining the operating profit for
each grouping; (2) controlling buying and
pricing more exactly; (3) promoting sales
more effectively, and (4) controlling
inventory levels.

The difference between the book and the
physical inventory, when the former is

larger. It may be calculated at cost or
retail value or in terms of units. It
represents: (1) clerical errors in

calculating the book and/or physical
inventories; and (2) physical merchandise
losses, caused by such factors as theft,
breakage and charging customers for less
merchandise than is actually delivered to
them.

14
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STOCK-SALES RATIO

Encl. (1) to COMDTINST M7010.5 CH-15
31 MAY 1983

Definition

The ratio between the retail stock at the
first (or end) of the month and sales for
that month. The beginning of the month
(B.O.M.) stock-sales ratio is the dollar
stock on the first of the month divided by
the sales for the month. The end of the
month (E.O.M.) stock-sales ratio is the
dollar stock at the end of the month divided
by the sales for the month.

15
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PRIVILEGES OF PATRONS

A. AUTHORIZED PATRONS.

1. Introduction.

a.

b.

The privilege to use the Coast Guard Exchange System
(CGES) will be under the guidance of this manual.
Commanding officers will take disciplinary action and
revoke the privileges of any patron buying merchandise
for resale or production of income, or buying or
securing services for the benefit of another, not
entitled to the privileges. This will not prevent
anyone entitled to CGES privileges from buying meals or
other refreshments for bona fide guests.

A revocation of privileges is to be by written
notification signed by the unit commanding officer and
sent via registered mail to the individual. The
duration of suspension will be commensurate with the
offense. 1ID cards required for other entitlements will
not be confiscated.

The privilege of CGES patronage is subject to the
availability of facilities. The use of CGES clubs,
guest housing, bar, or food services may be limited to
certain patron categories as determined necessary by
commands .

2. Definitions.

a.

Military Services. The United States Coast Guard,
Army, Navy, Air Force, and Marine Corps.

Uniformed Services. Unless otherwise qualified, the
Coast Guard, Army, Navy, Air Force, and Marine Corps,
commissioned officers of the Public Health Service,
active duty and retired commissioned officers of the
National Oceanic and Atmospheric Administration (NOAA)
and its predecessors, and the Coast and Geodetic
Survey. This includes the Environmental Science
Services Administration.

Uniformed Personnel. Members of the Coast Guard, Army,

Navy, Air Force, and Marine Corps. Cadets and
midshipmen of the United States Coast Guard, Army,
Navy, and Air Force Academies. Commissioned officers

and ships' officers of vessels of NOAA. Commissioned
officers of the Public Health Service. Members of the
Reserves, as defined in paragraph A.2.d.

5
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Reserves. The Army National Guard and Air National
Guard of the United States, the Coast Guard Reserve,
the Army Reserve, the Naval Reserve, the Air Force
Reserve, the Marine Corps Reserve, and Reserve Officers
of the Public Health Service.

Dependents. Any of the following:
(1) A lawful spouse.

(2) Children under 21 years of age and unmarried,
including pre-adoptive children, adopted children,
stepchildren, foster children, and wards who
depend on the sponsor for over half of their
support.

(3) Children 21 years of age or over and unmarried,
who are incapable of self-support because of a
mental or physical handicap and depend on the

sponsor for over half of their support. This
includes adopted children, stepchildren, and
wards.

(4) Unmarried children not past their 23rd birthday
who are enrolled, full-time, at a college or
university and depend on the sponsor for over half
of their support. This includes pre-adoptive
children, adopted children, stepchildren, foster
children, and wards.

(5) Parents who depend on the sponsor for over half of
their support. This includes fathers, mothers,
fathers-in-law, mothers-in-law, stepparents, and
parents by adoption.

Auxiliary. Active members of the Coast Guard Auxiliary
who possess a valid Coast Guard ID card (Form CG-2650).

Civilian Employees. Coast Guard Civilian employees
within the wage grade, general schedule, or senior
executive service classifications.

Exchange Employees. Civilian employees of all military
exchange systems.
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Orphans. Surviving unmarried children of active or

retired members of a uniformed Service who are
dependents, within the definition contained above, at
the time of death of the parent(s). This includes
natural born or adopted children under the age of 21,
or over 21 if incapable of self-support, or children
under 23 and enrolled, full-time, at a college or
university.

Surviving Spouse. A widow or widower who has not

remarried, or who remarried but reverted through
divorce or demise of the spouse to an unmarried status,
from one of the following:

(1) Members, active and retired, of the regular Coast
Guard, Army, Navy, Air Force, and Marine Corps.

(2) Members of the Reserves, as defined in paragraph
A.2.d., retired with or without pay, or granted
retirement pay for a physical disability under
Title 10 U.S.C.

(3) Members of the Reserves, entitled to retired pay
at age 60, but who chose to participate in the
Survivor Benefit Plan before reaching that age.

(4) Members of the Fleet Reserve and Fleet Marine
Corps Reserve.

(5) Recipients of the Medal of Honor.

(6) Members of the Reserves who died as a direct
result of injuries incurred while on active duty,
active duty for training, or inactive duty
training.

(7) Active duty, retired officers, crews of vessels,
light keepers, and depot keepers of the former
Lighthouse Service.

(8) Veterans, discharged under honorable conditions,
who are eligible for compensation due to a 100

percent Service-connected disability.

(9) Active duty and retired commissioned officers of
the Public Health Service.
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3. (10)

Active duty and retired commissioned officers and
ships' officers of NOAA and its predecessors and
the Coast and Geodetic Survey. This includes the
Environmental Science Services Administration.

k. Retired Personnel.

(1)

All personnel on the official retired lists of the
uniformed Services, as defined in paragraph
A.2.b., who are retired with pay, have been
granted retirement pay for a physical disability,
or are entitled to retirement pay, whether or not
such pay is waived.

All members of the Reserves, as defined in
paragraph A.2.d., who are retired with or without
pay, are eligible for retired pay under Chapter
67, Title 10 U.S.C. (Gray Area Retirees), or have
been granted retired pay for a physical
disability.

Personnel of the emergency officers retired list
of the Coast Guard, Army, Navy, Air Force, and
Marine Corps who retired under Section 11, P.L.
85-857.

Retired officers, crews of vessels, light keepers,
and depot keepers of the former Lighthouse Service
(33 U.S.C. 754a).

Retired commissioned officers and ships' officers
of vessels of NOAA and its predecessors, and the
Coast and Geodetic Survey, including the
Environmental Science Services Administration

(33 U.S.C. 857-4, 857-5).

1. Unlimited Privileges. Authorization to purchase all

merchandise and services provided by CGES.

m. Limited Privileges. Authorization to purchase all

merchandise and services provided by CGES, EXCEPT:
state tax-free items, which include tobacco products
and alcoholic beverages; and articles of uniform.

n. Restricted Privileges. Authorization to purchase

certain categories (see Figure 1) of merchandise and
services provided by CGES.
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B. AUTHORIZED PATRONAGE OF COAST GUARD CLUBS.

1. The following CGES clubs are operated primarily to provide
social and recreational facilities and also may provide
meals and refreshments for appropriate pay grades of
active duty, Reserve, Auxiliary personnel and their
dependents, and civilian employees.

a. Officers Club: Officers, warrant officers, Coast Guard
Auxiliarists, and civilian employees.

b. Chief Petty Officers Club: Enlisted personnel (E-7 to
E-10) and civilian employees.

c. Enlisted Club: Enlisted personnel (E-1 to E-6) and
civilian employees.

d. Consolidated "All Hands" Club: Officers, warrant
officers, enlisted personnel, Coast Guard Auxiliarists,
and civilian employees.

2. If the facilities of the club will permit, commanding
officers can extend privileges to the following:

a. Active duty and Reserve members of other Military
Services, including Reserves on the retired list with
or without pay and their unremarried widows/widowers.

b. Members of the U.S. Public Health Service and NOAA on
active duty or on the retired list with pay.

c. Members of the Armed Services of foreign nations on
active duty or on the retired list with pay.

d. Unremarried widows/widowers of the appropriate pay
grades of the Armed Services of the United States and
the Reserves who died in the line of duty. Or,
unremarried widows/widowers of personnel of the
appropriate pay grades who died while on the retired
list with pay.

5 CH-27



Encl. (2) to COMDTINST M7010.5

B.

2. e. In Alaska, Hawaii, Puerto Rico, and outside the United
States to appropriate pay grades of Federal Government
and CGES employees in transient status, or whose
permanent station is in Alaska, Hawaii, Puerto Rico, or
a foreign country.

f. The appropriate pay grades of 100 percent disabled
veterans of the Armed Services of the United States and
the Reserves, who receive medical care and treatment
through the Veterans Administration and possess a valid
Uniformed Service and Identification Privilege Card
(DD Form 1173).

g. Dependents of personnel listed in the above paragraph.
3. 1In overseas areas, club privileges are subject to the

conditions stated in international treaties or agreements

concerning privileges authorized U.S. Government civilian

employees.

CUSTOMER IDENTIFICATION.

1. The CGES officer will employ all practical means to ensure
that authorized patrons are identified before being
served. |A1l CGES employees must be familiar with the list
of authorized patrons and the types of identification used
as specified in Figure 1, pages 10-17.

2. Uniformed personnel, including members of the Reserves who
are in regulation uniform, can be identified by that
uniform. However, as circumstances deem appropriate, they
can be required to show proper identification before being
served.

3. Non-uniformed personnel and dependents must show proper
identification documents before being served. CGES
employees must be sure that each purchase complies with
local and state laws, as well as local command policy,
concerning age and quantity limits on the sale of
alcoholic beverages and tobacco products.

AGENTS. The term "agent" means a person temporarily
authorized, in writing (see Figure 2), to purchase
merchandise and services for an authorized patron. Agents
must be approved in writing by the CGES officer or CGX
manager of the CGX being used. This is not to exceed 1 year,
unless extended for continuing hardship. An agent may be
designated when an authorized patron falls into the following
categories:

CH-27 6



Encl. (2) to COMDTINST M7010.5

1. Authorized patron is blind or otherwise severely disabled
and requires assistance when shopping.

2. Authorized patron is incapable of shopping due to
certified medical reasons or the sponsor is stationed away
from the household.

3. Authorized patron is a minor not living with an authorized
patron or an orphan. Normally, an agent should not be
designated for a child who is 16 years of age or older.
The sale of items to a designated agent for a minor or
orphan should be restricted to those items that are
appropriate for the authorized patron.

VISITORS TO COAST GUARD EXCHANGES.

1. Visitors accompanied by a sponsor are authorized entrance
to CGX's.

2. An authorized patron may sponsor up to four (4) visitors
at any one time. Each sponsor must present an ID.

3. All visitors must be entered on the Visitors Log upon
entering the CGX, see Figure 3. CGX's with no entrance ID
checks are to ensure that procedures are established.

ISSUE AND CONTROL PROCEDURES FOR CGES EMPLOYEE IDENTIFICATION
AND PRIVILEGE CARD.

1. All CGES employees, who are not otherwise authorized CGX
privileges, are issued an Identification and Privilege
Card, DD Form 2574 (see Figure 4), by the CGES Officer.
MWR personnel are not issued this ID card. This card
provides CGES employees limited shopping privileges in all
Coast Guard, Navy, Marine Corps, and Army and Air Force
Exchange Services (AAFES) exchanges. However, employee
dependents and/or spouses are allowed access only to CGES
facilities and must be accompanied by the employee. The
procedures for issuing and maintaining these cards are as
follows.

a. The employee completes and signs the ID Card Request
Form, Figure 5. The CGES officer completes and signs
the bottom portion of the form prior to issuing the ID
Card. The completed ID Card Request Form is kept in
the employee's personnel folder.
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b. The CGES officer completes all information needed on
the ID card and signs it. The employee then signs the
ID card and proceeds to the office that processes the
unit's military ID cards for photographing and
lamination.

c. ID cards are issued for a maximum of 1 year.

d. The CGES officer or CGX manager must maintain a log of
all ID cards by consecutive numbers and employee names.

e. The CGES officer or CGX manager must obtain ID cards
from all terminating employees. Expired ID cards are
obtained when issuing replacement cards. In all cases,
ID cards are destroyed when no longer valid.

f. Blank ID cards are available from Commandant (G-PXM-2)
upon written request via a rapidraft letter. Ordered
quantities should not exceed the requirements for more
than a 1 year period.

CGES retirees with 20 years or more service in military
exchanges are authorized limited exchange privileges. 1ID
cards are issued as follows:

a. Upon verification of length of service, the CGES
Officer issues an Armed Forces Exchange Services ID
Card (DD Form 2574) to any eligible exchange retiree
with "RETIREE" typed under the individual's name in the
"Issue To" block.

b. The ID card is issued with an expiration date of 5
years. Upon expiration, a new ID card is issued and
the old ID card is retrieved.

c. The same procedures follow as stated above for
photographing and lamination.

Unremarried widows/widowers of retired exchange employees
with 20 years or more service are authorized limited
exchange privileges. 1ID cards are issued as for CGES
retirees, above, except "RET-W" is typed under the
individual's name in the "Issue To" block.



~ Encl. (2) to COMDTINST M7010.5

PATRON IDENTIFICATION

(See Customer Category)
ACTIVE DUTY MEMBERS

-Coast Guard, Army, Alir Force, Navy, Marine Corps 1
-Academy Cadets/Midshipmen 1
-National Oceanic & Atmospheric Administration 2
(NOAA) Officers
-Public Health Service (PHS) Officers 3
-Reservists 12
CIVILIANS
-Auxiliarists 39
-Coast Guard Civilian Employees 41
-Contract Surgeons 20 .
-Red Cross: Paid/Uniform 31/32
-Military Exchange Employees 25
-Retired Exchange Employees (20 years or more service) 37
-TDY and occupying Government quarters 27
-Civil Air Patrol: Travel status and occupying 28
Government quarters
-ROTC occupying Government quarters 29
-Students/Faculty at Service Schools , _ 30
-Student Externs , 42
-Official Travel with leased/rented vehicle 35
-Working on/residing ON the military installation 31
-Working on/residing OFF the military installation 36
DEPENDENTS ) _ L _ o
-Active Duty . : T T o i e 11
-Auxiliarists - . ' 40
-Retirees - j;r 7 S S - 11
-Reservists ' PR , ... 13
-Foreign Personnel on duty with U 'S” Armed Forces_; .19
-Exchange Employees o oL 26
-Unremarried former spouse (married 20+ years) ) . 16
-Unremarried spouse’s children 15
FOREIGN MILITARY PERSONNEL
-On duty with U.S. Armed Forces (orders) 18
-Official visit to U.S. installations 22

ORGANIZATIONS
-U.S. Armed Forces activities composed of active

duty military 23
-Departments: other than DOT 24
RETIREES ‘
-Coast Guard, Army, Air Force, Navy, Marines, etc. 4
-NOAA Officers 5
-PHS Officers 6
-Lighthouse Service 7
-National Ocean Survey 8
-National Geodetic Survey 8
SURVIVING SPOUSES (Unremarried)
-Active duty 14
~Reservists in_training status ... 14
ZRetired Exchange Employees (20 years or more service) = 38
VETERANS
-100% service-connected disability (Coast Guard, 9
Army, Air Force, Navy, Marines, NOAA, PHS, etc.)
-Medal of Honor recipients 10
-Hospitalized in military facility 23

Fiqure 1
CH-27
9



Encl. (2) to COMDTINST M7010.5

CUSTOMER CATEGORY

PATRON IDENTIFICATION

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATIO™

1. Members of the U.S.
Army, Air Force, Navy,
Marine Corps and Coast
Guard on extended active
duty, and cadets and

midshipmen of the military

academies.

2. Commissioned officers

of the National Oceanic and
Atmospheric Administration

(NOAA) on extended active
duty.

3. Commissioned officers of

the Public Health Service
(PHS) on extended active
duty.

4. Retirees of the U.S. Army,

UNLIMITED. Entitled to
purchase all merchandise
or services.

Same as for Customer
Category 1.

Same as for Customer
Category 1.

Same as for Customer

Air Force, Navy, Marine Corps,

Coast Guard and their Reserve

Category 1.

components with or without

retired pay.

5. Retired commissioned
officers of the National
Oceanic and Atmospheric

Administration (NOAA)

6. Retired commissioned
officers of the Public
Health Service (PHS).

7. Retired officers,
crews of vessels, light

keepers, and depot keepers of
the former Lighthouse Service.

8. Retired officers and
crews of vessels of the

National Ocean Survey and
National Geodetic Survey.

CH-27

Same as for Customer
Category 1.

Same as for Customer
Category 1.

Same as for Customer
Category 1.

Same as for Customer
Category 1.

Figure 1

10

Complete regulation uni-
form or DD Form 2A(Armv)
DD Form 2AF (Air Force),
DD Form 2N (Navy), DD
Form 2MC (Marine Corps),
DD Form 2CG(Coast Guard)
(All forms GREEN)

Complete regulation uni-
form or DD Form 2NOAA
(Green)

Complete regulation uni-
form or PHS Form 1866-1
(Green)

DD Form 2-Ret (blue,

red) or any below (Gray)

until expiration:

D Form 2A (Army);

DD Form 2AF (Air Force);

DD Form 2N (Navy);

DD Form 2MC (Marine
Corps); .

DD Form 2CG (Coast
Guard)

DD Form 2-Ret (blue)
or until expiration
DD Form 2NOAA-Ret
(Gray)

DD Form 2-Ret (blue)
or until expiration
DD Form 1866-3-Ret
(Gray)

DD Form 1173

For commissioned
officers: DD Form 2-Ret
(blue) or, until
expiration, DD Form
2NOAA-Ret(Gray)

For ships’ officers
and crews of vessels:
DD Form 1173



PATRON IDENTIFICATION

Encl.

(2)

to COMDTINST M7010.5

USTOMER CATEGORY TYPE _OF PRIVILEGE

REQUIRED IDENTIFICATION

Same as for Customer
Category 1.

9. Honorably discharged
veterans of Customer
Categories 1, 2, and 3

with 100% service-connected
disability.

Same as for Customer
Category 1.

10. Recipients of the
Medal of Honor.

Same as for Customer
Category 1.

11. Dependents of Customer
Categories 1-10.

Same as for Customer

12. Members of the Army
Category 1.

National Guard of the
United States, Army Reserve,
Air National Guard of the
United States, Air Force
Reserve, Naval Reserve,
Marine Corps Reserve, and
Coast Guard Reserve.

13. Dependents of Customer
Category 12.

Same as for Customer

Category 1.

Same as for Customer
Category 1. '

14. Unremarried surviving

spouses of Customer Categories

1, 3, 4, 6-10, 12, and 1§.

For categories 12 and 14, de-
ceased sponsors must have died
while in training status.
Unremarried surviving spouses of
nonregular personnel of the Army,
Air Force, Navy, Marine Corps, and
Coast Guard entitled to disability
benefits under 10 USC 3687, 6148,

Figure 1

11

DD Form 1173

DD Form 1173

DD Form 1173. (Those
under 10 years of age
will be identified IAW
procedures established
by CGES Officer)

Complete regulation uni-
form or DD Form 2AF(Air
Force), DD Form 2N(Navy)
DD Form 2MC (Marine
Corps), DD Form 2CG
(Coast Guard). (All
forms Red)

DD Form 1173-1 or
identification such as
DA Form 5431, AF Form
447, NAVPERS 5512/7, or
NAVMC Form 11138. De- .
pendents not in posses-
sion of these forms may
be identified by a
driver's.:license or
marriage-certificate,
social security card, _
or the sponsor’s certi-
fied statement of depen-
dency-:(containing names,
relation, and SSN of
family members) -authen-
ticated by the Reserve
component organization

DD Form 1173

CH-27



Encl. (2)

to COMDTINST M7010.5

PATRON IDENTIFICATION

CUSTOMER CATEGORY

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATI'

and 8687.

Also unremarried surviving
spouses of members who would have

been entitled to retired pay at age
60, on and after the 60th anniversary

of the deceased member's birth.

15. Dependents of Customer
Category 14.

16. Unremarried former spouse of
a member or former member of the
uniformed services, who, on the

date of the final decree of

divorce, dissolution or annulment
had been married to the member or
former member for a period of at
least 20 years during which period

Same as for Customer
Category 1.

Same as for Customer
Category 1.

the member or former member performed
at least 20 years of service creditable

for retired or retainer pay,
or equivalent pay, and only

if the final decree of divorce,

dissolution or annulment is
dated on or after
1 February 1983.

17. Members of the Army
National Guard of the

United States, Army Reserve,
Air National Guard of the
United States, Air Force
Reserve, Naval Reserve,
Marine Corps Reserve, Coast
Guard Reserve and Reserve
officers of the Public Health
Service not in a duty status
but hospitalized as a result
of injury or illness incurred
while in active duty status
for training or inactive duty
for training.

18. Officer and enlisted
personnel of the armed forces
of foreiﬁn countries when on
duty with the U.S. Army, Air
Force, Navy, Marine Corps, or
Coast Guard under competent
orders.

CH-27

Same as for Customer
Category 1.

RESTRICTED. Authorized

to purchase all merchandise
or services except for pur-
chase of distinctive military
insignia, badges or patches.

Figure 1

12

DD Form 1173. (Those
under 10 years of age
will be identified IAW
procedures established
by CGES Officer)

DD Form 1173

DD Form 2A (Army), DD
Form 2AF (Air Force),
DD Form 2MC (Marine
Corps), DD Form 2CG
(Coast Guard), PHS Form
1866-1 (Public Health
Service)--All forms
Red--and a letter from
unit commanding officer
certifying the duty
connected
hospitalization

DD Form 1173



Encl. (2)

PATRON IDENTIFICATION

to COMDTINST M7010.

JSTOMER CATEGORY

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATION

19. Dependents of Customer
Category 18.

20. Contract surgeons employed
under a limited-term contract
by the Surgeon General.

21. Honorably discharged
veterans of the U.S. Army,
Air Force, Navy, Marine
Corps, Coast Guard and
honorably discharged com-
missioned officers of the
National Oceanic and
Atmospheric Administration
and the Public Health Service
when hospitalized where ex-
change facilities are
available.

22. Officers and enlisted
personnel of the armed
forces of a foreign country
when visiting a U.S. in-
stallation on official
business.

23. Official organizations
or activities of the U.S.
Armed Forces composed of
personnel on active military
duty.

Same as for Customer
Category 18.

Same as for Customer
Category 1.

Same as for Customer
Category 1.

RESTRICTED. Authorized to
purchase for personal use
all merchandise and services
except distinctive military
insignia, badges or patches.
Purchase of tax-free

tobacco products limited

to two packs of cigarettes
or 10 cigars per day.

Same as for Customer
Category 1.

Figure 1

13

DD Form 1173. (Those
under 10 years of age
will be identified IAW
procedures established
by CGES officer

DD Form 1173

Letter of authorization
issued by the hospital

commander that identi-

fies the patron, nature
and duration of privi-

leges. The letter must
be countersigned by the
patron.

Letter of authorization
issued by the unit com-
mander, identifying the
patron and stating the
nature of officia
business, the extent of
exchange privilege and
the period of exchange
privilege. The letter
must be countersigned
by the patron.

Letter of authorization
from the responsible
commander of the organ-
ization or activity,
identifying the person
or persons who will make
the purchase, and
authorizing the specific
purchase from a CGES
activity. (NOTE:
Procurement regulations
require that small pur-
chases using Appropri-
ated Funds normally be
made from small
businesses.)

CH-27
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PATRON IDENTIFICATION

CUSTOMER CATEGORY

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATI

24. Government departments
or agencies when it is
determined that the supplies
or services cannot be con-
veniently obtained elsewhere
and when the supplies or
services can be furnished
without unduly impairing the
service to exchange patrons.

25. Employees of the Armed
Forces exchanges.

CONUS, Alaska, Hawaidi,
and Puerto Rico.

OVERSEAS

26. Dependents of Customer
Category 25, L

CONUS, Alaska, Hawaii,
and Puerto.

OVERSEAS

CH-27

LIMITED. Authorized to
purchase all merchandise or
services except for uniform
items and state tax-free
items, i.e., tobacco and
alcoholic beverages.

LIMITED. Authorized to
purchase all merchandise

and services except for
uniform items and state
tax-free items, i.e.,
tobacco and alcoholic beve-
rages. CGES club privileges
may be authorized at the
discretion of the unit
commanding officer.

Same as for Customer
Category 1.

ACCESS ONLY. Not authorized
to make purchases.

! ET—
LIMITED. Same as for
Customer Category 25

in CONUS when sponsor in
travel status over 14 days.

Same as for Customer
Category 1.

Figure 1

14

Letter of authorization
from the responsible
head of the Government
department or agency,
identifying the person
or persons who will make
the purchase, and
authorizing the specific
purchase from a CGES
activity. (NOTE:
Procurement regulations
require that small pur-
chases using Appropri-
ated Funds normally be
made from small
businesses.)

All services:

DD Form 2574, Armed
Forces Exchange Services
Identification and
Privilege Card

All services:

DD Form 2574, Armed
Forces Exchange Services
Identification and
Privilege Card. 1If
assigned overseas

but in U.S., must also
present orders or
approved leave slip.

CGES: none, use sign

in log. Letter from
CGES officer authorizing
privileges if sponsor in
travel status aver 14
days.

"7 TLetter from CGES officer

authorizing privileﬁes
if sponsor in trave
~ status over 14 days.

AAFES Form 1100-32,
Dependent Access
Authorization

Same as for CONUS
above



Encl.

PATRON IDENTIFICATION

(2) to COMDTINST M7010

USTOMER CATEGORY

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATION

27. Civilian employees of
DOT/DoD on TDY, and Coast Guard,
Army, Navy, and Air Force
Academy applicants, if oc-
cupying Government quarters.

28. Members of the Civil Air
Patrol when in a travel
authorization status and
occupying Government
quarters.

29. ROTC and junior ROTC
cadets visiting installations
under competent orders as
part of the ROTC Cadet
Orientation Program, if
occupying Government quarters;
and members of the Naval Sea
Cadet Corps on two-week summer
training duty if occupying
Government quarters.

30. Civilian students and
faculty members at service
schools.

31. Government civilian em-
ployees and full-time paid
staff of the Red Cross, and
their dependents, who are re-
quired to reside on military
installations within the CONUS,
Alaska, Hawaii, and Puerto Rico.

32. In overseas areas, U.S.
citizen employees of the U.S.
Government including those

paid from Non-appropriated funds,
U.S. citizen employees of firms
under contract to DOT, and Red
Cross personnel assigned to duty
with an activity of the Military
Services. Included are DOT/DoD
civilian employees in temporary
duty status.

Same as for Customer
Category 25 for CONUS.

LIMITED. Same as for
Customer Category 25 for
CONUS except can purchase
articles of uniform author-
ized by Civil Air Patrol
directives.

Same as for Customer
Category 25.

RESTRICTED. May purchase
books, supplies and
materials related to the
school educational process
and environment. This
privilege is limited to the
exchange that supports the
service school.

Same as for Customer
Category 25 for CONUS.

Same as for Customer
Category 1.

Figure 1

15

O0fficial TDY orders or
letter of authorization
issued by the responsi-
ble commanding officer
and evidence of occu-
pancy of Government
quarters on the
installation

Current Civil Air Patrol
membership card, travel
authorization, and
evidence of occupancy

of Government quarters

Official orders and
evidence of occupancy of
Government quarters

Letter of authorization
issued by the responsi-
ble school commander

DD Form 1173

Assigned: DD Form 1173

TDY: Travel Orders

CH-27

.5



Encl. (2) to COMDTINST M7010.

5

PATRON IDENTIFICATION

CUSTOMER CATEGORY

TYPE OF PRIVILEGE

REQUIRED IDENTIFICATIC

33.
assigned overseas,
Category 32.

Dependents of those
Customer

34. Members of the Civil Air
Patrol and students partici-
pating in the Army, Navy, or
Air Force Reserve Officer
Training Programs within 3
months of graduation, when not
in a training or travel status.

35. Civilian employees of
the U.S. Armed Forces

while in an official travel
status or when driving a
leased or rented vehicle
authorized by travel orders.

36. Within CONUS, Alaska,
Hawaii and Puerto Rico,
civilian employees of the U.S.
Government working on but re-
siding off military instal-
lations; uniformed and non-
uniformed personnel working in
recognized welfare service or-
ganization offices within an
activity of the Military Services;
and visitors to military in-
stallations.

37. Retired employees of -
military exchange systems .
who retire with 20 years or

more of service,

38, Unremarried surviving
spouses of Customer Category 37.

39, Active members of the -
Coast Guard Auxiliary.

40. - Dependents of Customer
Category 39.

CH-27

““Same as for Customer
_ Category 37.

7 “In CGES,

Same as for Customer
Category 1.

RESTRICTED. Articles of
uniform and accessories
only.

RESTRICTED. Gasoline Only.
RESTRICTED. Use of snack
bar, restaurant, and vending

machines if the unit
commanding officer determines
such faci%ities aren't
otherwise conveniently
available.

-Same “as for Customer

Category 25.

same as for

VCustomer Cateﬁory 25,
can also purc
accessories of the uniform.

DD Form 1173

Civil Air Patrol ID
card. ROTC: letter
of authorization
issued by appropriate
ROTC authority

Copy of official travel
orders authorizing use
of the vehicle

No identification re-
required

DD Form 2574-Ret

.. Form CG 2650
except
ase articles and

In AAFES ‘and NEXCOM, rcan purchase
articles and accessories of the

uniform ONLY,

"'ACCESS ONLY. Not authorized
to ‘make purchases.

Figure 1

16

Must sign in on Visitors
log



Encl. (2) to COMDTINST M7010.5

PATRON IDENTIFICATION

JSTOMER CATEGORY TYPE OF PRIVILEGE REQUIRED TDENTIFICATION
41. Coast Guard Civilian RESTRICTED. Authorized to Form DOT F 1600.1.2 and
Employees. - purchase Coast Guard memora- Form DOT 1600.1.2

bilia items and food/snack

items for daily consumption.
Authorized to use concessions
providing services only,

e.g., food, laundry, dry

cleaning, shoe repair, tailoring,
barber and beauty shops, overnight
accommodations, etc.

42. Student externs RESTRICTED. Authorized to Letter of authorization
purchase health and comfort issued by unit commanding
items; books; educational officer identifying the
supplies and materials; food extern and stating the
and snack items for on-pre- duration of the
mises or daily consumption; externship

and personal services, such

as laundry and dry cleaning,
barber/beauty shop services,
tailoring, shoe repair, and

guest house accommodations.

The purchase of other merchan-
dise (including tax-free tobacco
products, alcoholic beverages,
and uniform articles) is not
authorized. CGES club privileges
may be authorized at the
discretion of the unit commanding
officer,

Figure 1

CH-27
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(THIS MAY BE USED ON CGES LETTERHEAD)

Date

(Name of Agent) is hereby authorized to purchase
items for (Name of Authorized Patron) , the
bearer of Armed Forces Identification Card, No.

The purchasing authority is unlimited/limited to the following
(Circle One)

types of merchandise in the exchange:

This authorization expires on (Date)

Signature of Authorized Patron

Signature of CGX Officer or Manager

(THIS FORM MAY BE REPRODUCED LOCALLY)

CH-27 Figure 2
18
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Encl. (2) to COMDTINST M7010.5

CGES EMPLOYEE IDENTIFICATION CARD

CARD MAIBER
SSUE DATE (TYMMD0 | EXPRATION DATE
rrvusmoy
PHOTOGAADH
1 x1wve
SSUED 10 /hume and Grade;
SRTH DATE SOCUAL SECURTY WMBER
AUTRORD PATRORAGE COLOR EYES JCOLOR RAR | HEGT | Wi E
=
UNITED EXCHANGE 3
THEATER
00 Form 2574 MAY 11

( FRONT)

LEGAL STATUS The hoider of thws card 15 an suthonZed patron of the Mihtary
Exchange Services & msuance of the card 4 m accordance with provisions of
DoD Owective 1330 9 (Armed Services Exchange Regulations)

z

o

z

3

3 PUACE OF ISSUE

(7]

M

$ ['=TsiGNaTure 8

@wfe Q

e -

mly ©

'< E NAME & GRADE (Typed or Stamped) >

elz g

Ole a‘

M1 WARMNING: Issued for official use of the IF FOUND ]

Z | noiser desgnated hereon Use or DROP IN ANY MAIL BOX | &

m | excent a3 prescrided is unlgwiul and will make] POSTMASTER - RETURN TO-

2 | the offender kabie to heavy pensity (18 U.5.C.| HQ AAFES-AD

© | 499, 506, 701 end 1001} DALLAS, TX 752660202
ARMED FORCES EXCHANGE SERVICES
IDENTIRCATION AND PRIVILEGE CARD

DOForm 2574 (Back) MAY 91

(BACK)

Figure 4
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Encl. (2) to COMDTINST M7010.5

ID CARD (DD FORM 2574) REQUEST FORM

Coast Guard

ARMED FORCES EXCHANGE SERVICES

Exchange IDENTIFICATION AND PRIVILEGE CARD
System DD Form 2574
NAME (Last, First, Middle Initial) PAY
(Please Print) SOCIAL SECURITY # BAND

REASON FOR REQUESTING CARD (Check One):

New employee

Present card expired

Replace lost, stolen, mutilated, or destroyed
card (Please Explain Below)

Other, please specify

DATE OF APPLICATION

PLACE OF ISSUE SIGNATURE OF EMPLOYEE

]

TO BE COMPLETED BY ISSUING OFFICER:

CARD NO.

ISSUED

DATE_OF ISSUE

SIGNATURE AND TITLE OF
ISSUING OFFICER

(REPRODUCE THIS FORM LOCALLY)

Figure 5
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Encl: (3) to COMDTINST M7010.5 CH-9
17 DEC 1981

IDENTIFICATION OF PATRONS

A. Positive Identification Required. The NAFA Officer will employ
all practicable means to ensure that authorized patrons are
positively identified before being served. Patrons in complete
regulation uniform may be identified before being served. Patrons in
complete regulation uniform may be identified thereby. However, the
purchase of state tax-free items, such as cigarettes and beverages,
including alcoholic beverages, should require additional
identification. Any abuses detected will be reported to the
commanding officer. All employees of the NAFA, before serving non-
uniformed patrons, must require that proper identification be
presented. Continuous training must be maintained to assure that
all employees are familiar with the list of authorized patrons and
the types of identification used.

B. Types of Identification.

1. Regulation Uniform. Members of the Armed Services in
complete regulation uniform may be identified by that uniform.

2. Armed/Uniformed Services Cards.

(a) Non-uniformed authorized patrons of NAFA will be defined by
possession of an official Armed Services Identification Card
(DD Form 2) or Uniformed Services Identification and
Privileges Card (DD For 1173) or by an official
identification card issued by the service of which the
patron is a member; for example, the Public Health Service

and National Oceanic and Atmospheric Administration. Such
cards will be accepted as proper identification of the
following:

(1) Members of the Armed Services who are on active duty;

(2) Members of the National Oceanic and Atmospheric
Administration and Public Health Service;

(3) Members of Reserve Components who are on active duty
for training or inactive duty training;

(4) Members of Reserve Components and Guardsmen who are in
an active duty status;

(5) Retired military personnel;

(6) Dependents;

(7) Widows and their dependent children;

(8) Honorably discharged veterans of the Uniformed Services

with a 100% service-connected disability, their widows,
dependents and agents.
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B.2. (b)

Issuance. The issuance of such authorized identification
credentials is the responsibility of the cognizant command,
and NAFA will not maintain records concerning these
credentials.

Members of Reserve Components who are on active duty for training
will be required to produce competent orders, indicating their
training status, in addition to the identification card. For
this purpose, "competent orders"™ will be construed as a certified
copy of individual orders.

Members of Reserve Components who are on inactive duty training
will be required to produce a letter of authorization or military
leave and earnings statement in addition to the identification
card. Reservists will show their ID cards for entry into the
exchange, unless the individual is in military uniform. Since
the Earnings Statement does not provide for identification of the
member's dependents, (the spouse, in particular) will be required
to present appropriate identification when patronizing a NAF
activity. The Earnings Statement issued by each service will
state the number of drills performed for which the member was
paid. The member is entitled to one day of NAFA privilege for
each drill period. Consequently, the number of drills shown
indicates the number of days of exchange privilege authorized.
The Earnings Statement or Letter of Authorization will be date-
stamped in ink in the appropriate space at the time of purchase.
The following types of identification apply to reservists.

(a) DA Form 3686, JUMPS-ARMY Leave and Earnings Statement.
The number of drills performed will appear in the REMARKS
section following the designation UT (Unit Training) and ET
(Equivalent Training).

(b) AF Form 1965, Earnings Statement Air Reserve Forces.
The number of drills performed will appear opposite the
indicators UTA and AFTP (Additional Flying Training
Performed) .

(c) 4AND NAVFINCEN 7220, Naval Reserve Earnings Statement.
The number of drills performed will be the total of the
entries in the blocks entitled REGULAR DRILLS, ADD'L DRILLS
and INCENTIVE DRILLS.

(d) Letter of Authorization. Unlimited exchange privileges
are authorized for members of the Ready Reserve who
participate in regularly scheduled inactive duty training;
such privileges to be granted on the basis of one day of
exchange-use privilege for each drill period of inactive
duty training performed.
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The maximum period for authorizing privileges is 1 year.

The period of authorization and the prescribed number of

days of exchange privileges authorized will be entered
by the Reserve unit commander or by his designated
representative. For control purposes, "designated
representative" means any administrative officer
designated on appropriate appointment orders. The use
of a facsimile signature stamp is prohibited.

(3) The control and record of issuance of these forms shall
be performed by the Reserve unit commanding officer.
Local reproduction of the following is authorized:
"This letter is issued for official use of the holder
designated hereon. Use or possession except as
prescribed is unlawful and will make the offender liable
to heavy penalty - 18 U.S.C. 499, 501, and 701."

(4) For exchange personnel observance only. Exchange
personnel will enter the appropriate date on the line
indicated in accordance with the number of days said
privilege is authorized. This date is entered by the
first exchange facility used on a given day. This
initial date stamping enables the reserve member to
frequent as many additional exchange facilities as
he may desire on that date only without receiving
further stamping by exchange personnel.

e. C(CG4458A, Coast Guard Reserve Earning Statement. The
number of days of NAFA privileges will be indicated in the
block labeled DAYS EXCHANGE ENTITLEMENT.

Dependents of members of reserve components are to be identified
by a driver's license and by the reservist's leave and earnings
statement or letter of authorization issued by the Reserve
Component Organization.

Issue and Control Procedures for NAFA Employee

Identification and Privilege Card. NAFA employees who do not
have a Uniformed Services Identification and Privilege Card, DD
Form 1173, Active or Retired DD 2CG, 2A, 2AP, or 2N because of
sponsorship circumstances will be issued an Identification and
Privilege Card (ID), CG-5282 (figure 3-1), by the NAFA Officer.
This card is good for shopping privileges on a systemwide basis
by Coast Guard NAFA employees, as well as access to Coast Guard
NAFA facilities by bona fide dependents of Coast Guard NAFA
employees when accompanied by their sponsor. The card is also
good for shopping in AAFES exchanges. The following procedures
issuing and maintaining these cards should be followed:

a. ID cards are to be issued for a period not to exceed 1 year.

b. A log is to be maintained by consecutive number with
employee's name, SSN, date issued and returned. Post this
information in the individual employee's personnel folder.

c. The NAFA Officer is the issuing official.

3
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B. 6.

d. Upon completing the relevant information on the ID card by
the NAFA Officer, the employee should then proceed to the
office which processes military ID cards for photographing
and lamination.

e. 1ID cards are to be obtained from all separating employees.
Expired ID cards should also be obtained prior to issuing
replacement cards. In all cases ID cards are to be destroyed
when they are no longer valid.

f. Additional ID cards are available from Commandant (G-FRS)
upon written request. Ordered quantities should not exceed
the requirements for a 1 year period.

Other Credentials. For other authorized patrons whose
requirements cannot be met by the above purchase credentials will
be as follows:

a. Civilian employees of DOT in a temporary duty status
occupying quarters on Coast Guard installations (less than 30
days) may use travel orders as identification;

b. Coast Guard Auxiliarists Membership Status and Qualification
Card, CG-2650, for Auxiliarists;

c. Dependents of Reserve and National Guard Sponsors who are on
active duty training possessing a copy of endorsed orders or
letter of authorization and an appropriate second ID;

d. Civilian students and faculty members at service schools will
be identified by a letter of authorization issued by the
responsible school commander. Such letters are to be issued
for a period not to exceed 1 year.

e. AAFES Form 1100-15 (issued by Army installations), or AF
Form 354 (issued by Air Force installations). (NOTE: Either
AAFES Form 1100-15 or AF Form 354 will be recognized as
authority for AAFES employees to shop in any exchange
facility in CONUS, Hawaii or Alaska.)

f. Employees of the Marine Corps Exchange Service patronizing
AAFES exchanges will be identified by Form MCX 509 (issued
by MCES) ;

g. Navy exchange employees will be identified by Form SS-161
(issued by NAVRESSO) .

Hospitalized Authorized Patrons. Authorized exchange patrons
who are hospitalized and who are unable to effect purchases in
person may submit a list of items required to the exchange via
volunteer workers or other normally unauthorized individuals.
This list will be signed by the authorized patron indicating his
grade, or rate and serial number. These requests will be
retained by the exchange and filed with other sales documents.

Patrons of Fountains, Snack Bars and Restaurant Facilities.
Identification cards are not required of personnel who are
authorized by the local commanding officer to patronize fountain,
snack bar and restaurant facilities.
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AUTHORIZED NAF ACTIVITIES AND PROFIT CENTERS

Purpose. This enclosure authorizes NAF activities and assigns
computer identification codes to operating profit centers.

Definitions. The following are authorized Coast Guard-operated
activities:
a. Retail. A direct NAFA operation selling merchandise for

personal use and providing services incidental to the sale of

the merchandise. Examples of such activities include exchanges,
annexes, branches, garden shops, toylands, gift shops, sound shops,
uniform stores, specialty clothing shops, book stores, and
convenience-type stores (mini-marts).

Grocery. A direct NAFA operation selling a complete range
of grocery products such as produce, packaged foods, meat, and
non-food related items.

Food. A direct NAFA operation which prepares and serves
hot and cold foods and beverages. Examples include restaurants,
cafeterias, snack bars, refreshment stands, and ice cream stands.

Automotive and Service Station. A direct NAFA operation
selling petroleum products; automotive accessories, parts,
tools, and/or performing automotive repair service.

Bar. A direct NAFA operation selling alcoholic beverages
for on-premise consumption.

Package Store. A direct NAFA operation selling alcoholic
beverages, wine, cordials, and liquor for off-premise
consumption.

Vending. A direct NAFA operation where NAFA owns or leases
the machines, owns the merchandise and stocks the machines. A
concession vending operation is one where a commercial vendor
owns the merchandise and services the machines.

Other. Any direct NAFA operation which does not fit into

one of the above classifications. Examples are barber and beauty
shops, laundry and dry cleaning, tailor and alteration services,
shoe repair, watch repair, optical services, portrait studios,
flower shops, guest houses, rental stores, golf pro shops, phone
service, long distance telephone centers, and coin operated pay
telephone service.

Concessions. An authorized activity operated by a

commercial vendor onboard a Coast Guard installation.

Concession operations must not compete or sell the same lines of
merchandise sold by the unit NAFA.
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3.

Requirement.

to COMDTINST M7010.5,

CH-21

activities without individual letters of authorization:

Unit OPFAC

First District Office
Group South Portland

Cape Cod Air Station

SUPRTCEN Boston

Second District Office
Base St. Louis

Third District Office
Brooklyn Air Station

Base Gloucester City
Group Long Is. Sound

Activity

01-71101
01-36212

01-20115

01-47000

02-71102
02-31330

03-71103
03-20120

03-31120
03-36229

ID Code

Consolidated NAFA Reserves
Consolidated Club

Package Store

Package Store Rockland
Package Store SW Harbor
Exchange S. Portland
Exchange Rockland
Exchange SW Harbor
Uniform Store S. Portland

Main Brace

Gas Station

Grocery

Nantucket Mini-Mart
Package Store
Exchange

Cape Cod Mini-Mart
Uniform Store
Vending

Consolidated Club
Package Store
Exchange

Consolidated NAFA Reserves
Consolidated Club

Package Store

Exchange

Vending

Consolidated NAFA Reserves
Enlisted Club

Officers Club

Gas Station

Package Store

Package Store Sandy Hook
Package Store Shinnecock
Exchange

Exchange Sandy Hook
Exchange Shinnecock
Uniform Store

Exchange
Exchange

These Coast Guard units may operate the following

DCR1
CNsl
PKG1
PKG2
PKG3
RET1
RET2
RET3
RETS

CNs1
GAS1
GRO1
GRO2
PKG1
RET1
RET2
RETS
VND1

CNsSs1
PKG1
RET1

DCR1
CNsS1
PKG1
RET1
VND1

DCR1
EMC1
OFC1
GAS1
PKG1
PKG2
PKG3
RET1
RET2
RET3
RET5

RET1
RET1



Unit

OPFAC Activity

SUPRTCEN NEW

Fifth Distric

CGC Northwind

Base Fort Mac

SUPRTCEN Port

SUPRTCEN Eliz

Seventh Distr
CGC Diligence

Miami Air Sta

YORK 03-45000
t Office 05-71105

05-14202
on 05-31390
smouth 05-47100

abeth City 05-47300

ict Office 07-71107
07-12102

tion 07-20140

Encl. (4)

ID Code

Chief Petty Officers Club
Enlisted Club

Officers Club

Gas Station

Guest House

Package Store
Package Store
Exchange
Country Store
Vending

(Rosebank)

Consolidated NAFA Reserves

Exchange
Vending

Exchange
Vending
Ret 5

Chief Petty Officers Club
Enlisted Club
Food Service

Exchange
Vending

Chief Petty Officers Club
Enlisted Club
Officers Club
Guest Housing
Package Store
Package Store
Exchange

Country Store
Exchange Cape Hatteras

Cape Hatteras

Consolidated NAFA Reserves

Officers Club
Enlisted Club
Gas Station
Grocery
Package Store
Exchange
Vending

to COMDTINST M7010.5,

CPO1
EMC1
OFC1
GAS1
GST1

PKG1
PKG2
RET1
RET2
VND1

DCR1

RET1
VND1

RET1
VND1
Ret 5

CPO1
EMC1
OFAl

RET1
VND1

CpO1
EMC1
OFC1
GST1
PKG1
PKG2
RET1
RET2
RET3

DCR1

OFC1
EMC1
GAS1
GRO1
PKG1
RET1
VND1

CH-19
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CH-19

OPFAC Activity

Clearwater Air Station

Borinquen Air Station

Station St. Petersburg

Base Charleston

Base Miami Beach

Base San Juan

Base Mayport
Eighth District Office

CGC Dependable

CGC Durable

CGC Acushnet

CGC Westwind

07-20150

07-20235

07-30308

07-31150

07-31160

07-31170

07-31290

08-71108

08-12112

08-12114

08-12201

08-14203

ID Code

Enlisted Club
Barber Shop
Package Store
Exchange

Consolidated Club
Grocery

Guest Housing
Package Store
Exchange

Vending

Barber

Consolidated Club
Grocery

Package Store
Exchange

Ft. Meyers Exchange

Enlisted Club
Package Store
Exchange
Vending

Consolidated Club
Package Store
Exchange

Vending

Isla Grande Club

Guest Housing

Canteen

Package Store

Package Store Isla Grande
Exchange

Exchange
Consolidated NAFA Reserves

Exchange
Vending

Exchange
Vending

Exchange
Vending

Exchange
Vending

EMC1
MSC1
PKG1
RET1

CNs1
GRO1
GST1
PKG1
RET1
VND1
MSC1

CNsS1
GRO1
PKG1
RET1
RET2

EMC1
PKG1
RET1
VND1

CNsS1
PKG1
RET1
VND1

CNsS1
GST1
OFAl
PKG1
PKG2
RET1

RET1

DCR1

RET1
VND1

RET1
VND1

RET1
VND1

RET1
VND1



Unit

Base Galveston

Group New Orleans

Base Mobile

PSSTA Houston

Ninth District Office

CGC Mackinaw

CGC Bramble
CGC Mesquite

CGC Sundew

Traverse City

Air Station

MSO Cleveland

Group Buffalo

Group Detroit

Group Muskegon

Encl. (4) to COMDTINST M7010.5,

OPFAC Activity ID Code
08-31180 Consolidated Club CNS1
Exchange RET1
Vending VND1
08-36240 Enlisted Club EMC1-CNS1
Officers Club OFC1-CNS2
Exchange RET1
08-31340 Consolidated Club CNS1-EMB1
08-36239 Gas Station GAS1
Package Store PKG1
Exchange RET1
Exchange Annex RET2
Convenience Store RET3
Snack Bar CFAl
08-34245 Exchange RET1
Vending VND1
09-71109 Consolidated NAFA Reserves DCR1
09-14101 Exchange RET1
Vending VND1
09-15207 Exchange RET1
09-15224 Exchange RET1
09-15233 Exchange RET1
Vending VND1
09-20160 Enlisted Club EMC1
Grocery GRO1
Package Store PKG1
Exchange RET1
09-33253 Enlisted Club EMC1-CNS1
Officers Club OFC2-CNS6
Package Store PKG1
09-36244 Exchange RET1
Vending VND1
09-36250 Package Store PKG1
Detroit Exchange RET1
Toledo Exchange RET2
Vending VND1
09-36253 Package Store PKG1
Exchange RET1

CH-19
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Activity

to COMDTINST M7010.5, CH-17
Unit OPFAC
Group Milwaukee 09-36255
Group Saulte Ste. Marie 09-36259

Cleveland NAFA 09-71210
Eleventh District 11-71111
Office

CGC Glacier 11-14401
San Diego Air Station 11-20170
Base Terminal Island 11-31220
Twelfth District 12-71112
Office

Group Humboldt Bay 12-36266
SUPRTCEN Alameda 12-47500
Thirteenth District 13-71113
Office

CGC Polar Star 13-14501
CGC Polar Sea 13-14502
Port Angeles 13-20190

Air Station

Exchange
Vending

Gas Station
Package Store
Exchange

Grocery
Package Store
Exchange

Consolidated NAFA Reserves

Exchange
Vending

Package Store
Exchange

Consolidated Club
Exchange
Vending

Consolidated NAFA Reserves

Package Store
Exchange
Vending

Enlisted Club

Chief Petty Officers Club
Officers club

Gas Station

Package Store

Exchange

Vending

Consolidated NAFA Reserves

Exchange
Vending

Exchange
Vending

Enlisted Club
Gas Station
Grocery
Package Store
Exchange
Vending

6

ID Code

RET1
VND1

GAS1
PKG1
RET1

GRO1
PKG1
RET1

DCR1

RET1
VND1

PKG1
RET1

CNsS1
RET1
VND1

DCR1

PKG1
RET1
VND1

EMC1
CPO1
OFC1
GAS1
PKG1
RET1
VND1

DCR1

RET1
VND1

RET1
VND1

EMC1
GAS1
GRO1
PKG1
RET1
VND1



Unit

North Bend Air Station

MSO Portland

Group Astoria

SUPRTCEN Seattle

Fourteenth District

Office

Barbers Point
Air Station

Base Honolulu

Seventeenth District

Office

CGC Sedge

CGC Sweetbriar

Sitka Air Station

Juneau NAFA

OPFAC

Encl. (4) to COMDTINST M7010.5, CH-19

Activity

13-20276

13-33270

13-36271

13-47200

14-71114

14-20255

14-31250

17-71117

17-15230

17-15234

17-20280

17-71260

Grocery
Package Store
Exchange

Exchange
Vending

Gas Station
Grocery
Package Store
Exchange

Snack Bar
Package Store
Exchange
Vending

Consolidated NAFA Reserves

Consolidated Club

Consolidated Club
Gas Station

Gas Station KKH
Snack Bar

Package Store
Exchange

Exchange KKH
Vending

Consolidated NAFA Reserves

Exchange
Vending

Exchange
Vending

Consolidated Club
Package Store
Exchange

Vending

Consolidated Club
Package Store
Exchange

Vending

ID Code

GRO1
PKG1
RET1

RET1
VND1

GAS1
GRO1
PKG1
RET1

OFAl
PKG1
RET1
VND1

DCR1

CNsS1

CNsS1
GAS1
GAS2
OFAl
PKG1
RET1
RET2
VND1

DCR1

RET1
VND1

RET1
VND1

CNS-1
PKG1
RET1
VND1

CNsS1
PKG1
RET1
VND1
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Unit

Group Ketchikan

SUPRTCEN Kodiak

Alexandria Station

Coast Guard Academy

TRACEN Petaluma

RESTRACEN Yorktown

OPFAC

17-36296

17-46000

50-30800

60-60100

74-61200

75-63100

Activity

Consolidated Club
Package Store
Exchange

Vending

Golden Anchor
Kings Inn

Gas Station
Guest House
Laundry
Totem House
Package Store
Exchange
Country Store
Nimitz Housing
Uniform Store
Vending

Consolidated Club

Gas Station
Officers Club
Enlisted Club
Chief Petty Officers Club
Barber Shop #1
Barber Shop #2
Snack Bar

Dry Dock
Package Store
Exchange

Penny Saver
Cadet Store
Visitors Center

Consolidated Club
Gas Station

Snack Bar

Guest House
Package Store
Exchange

Chief Petty Officers Club
Enlisted Club

Officers Club

Gas Station

Tailor Shop

Package Store

Exchange

Country Store

Vending

ID Code

CNsS1
PKG1
RET1
VND1

CNsSs1
CNS2
GAS1
GST1
MSC1
OFAl
PKG1
RET1
RET2
RET4
RET5
VND1

CNsS1

GAS1

MSC1
MSC2
OFAl
OFA2
PKG1
RET1
RET2
RET3
RET4

CNsS1
GAsS1
OFAl
GST1
PKG1
RET1

CPO1
EMC1
OFC1
GAS1
MSC1
PKG1
RET1
RET?2
VND1



Unit

ATC Mobile

TRACEN Cape May

Coast Guard Yard

Coast Guard

Activities, Europe

LORSTA Estartit

LORSTA Lampedusa

LORSTA Sylt

LORSTA Kargabarun

LORSTA Sellia Marina

OPFAC

76-65100

77-67100

80-31800

96-73130

96-40110

96-40114

96-40220

96-40113
96-40112

Encl. (4)
Activity

Enlisted Club
Officers Club
Gas Station
Grocery
Package Store
Exchange
Country Store
Vending
Uniform Store

Consolidated Club
Officers Club
Laundry

EECEN Snack Bar
Package Store
Exchange

Vending

Grocery

Consolidated Club
GAS Station

Guest House
Package Store
Exchange
Convenience Store
Vending

Consolidated NAFA Reserves

Consolidated Club
Package Store
Exchange

Consolidated Club
Exchange

Exchange
Consolidated Club

Exchange
Exchange

to COMDTINST M7010.5,

ID Code

CNS-1
?
GAS1
GRO1
PKG1
RET1
RET2
VND1
RET5

CNS-1
OFC1
MSC1
OFAl
PKG1
RET1
VND1
GRO-1

CPF

GAS1
GST1
PKG1
RET1
RET2
VND1

DCR1
CNsS1
PKG1

RET1

CNsS1
RET1

RET1
CNS-1

RET-1
RET1

CH-19
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ESTABLISHING NAF ACTIVITIES
A. Restrictions.

1. Non-Appropriated Fund Activities (NAFA) may not be operated at a
Coast Guard unit without proper authorization. Establishing a
consolidated unit NAFA or adding activities thereto must be
authorized in writing by the Cognizant Authority. Requests for
activities to sell or dispense alcohol or grocery items must
include the information requested in Paragraph 2.b, ¢, d, e or f
and g below, and must be forwarded to Commandant (G-FER) for
approval.

2. All letters requesting authorization for the establishment of
NAFA shall include the following information:

a. NAFA facilities desired;

b. number of personnel to be served;
c. location of and distance to nearest military installation
having similar types of activities;

d. availability of suitable buildings and furnishings;

e. when a grocery service is desired, a comprehensive commercial
facility pricing survey, Exhibit A, and the supporting
questionnaire, Format for Analysis Conformity to Criteria for
Commissary Store, Exhibit B, shall be completed. These
formats should be reproduced locally;

f. when a package store is desired, then the following
additional information shall be provided:

(1) importance of the estimated income to the unit's MWR
program;

(2) availability of civilian family social clubs;

(3) geographical inconveniences and highway safety;

(4) limitations of non-military sources;

(5) problems due to restrictions imposed by local laws and
regulations;

(6) attitudes of community authorities and civic
organizations towards a CG sales outlet;



Encl. (5) to COMDTINST M7010.
(7) is the land government owned or leased;
(8) approval of the State Alcoholic Beverage Commission.

g. the need for any additional financial support, and estimated
revenues and expenses of the activity.

3. Requests for a Coast Guard Trust Fund Loan may be submitted to
Commandant (G-F) for either initial capitalization or as
additional funding requirements for establishing a NAF
Activity. The amount desired and the suggested terms of
repayment shall be included in the request.

4. Letters of authorization shall 1list specifically each activity
authorized thereby. Such authorizations shall be retained in the
permanent unit NAFA files readily available for inspection.

a. A signed copy of each authorization shall be forwarded to
Commandant (G-FER) by the issuing authority.

b. District Offices, Headquarters Units and Coast Guard
Headquarters shall maintain up-to-date files of all NAFA
authorizations currently in effect under their cognizance.
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EXHIBIT A
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Encl. (6) to COMDTINST M7010.

DISESTABLISHING NAF ACTIVITIES

Authorization.

The disestablishment of authorized NAF activities must be
authorized in writing. Requests for disestablishing NAF
Activities must be approved by the same command level which
previously authorized establishing that NAF Activity.

The authorization for disestablishment shall indicate the exact
date operations will cease. A signed copy of the authorization
shall be forwarded to Commandant (G-FER).

Stock.

The Cognizant Authority shall issue specific instructions for the
disposition of stock in conformance with the following general
instructions: All stock should be returned to vendors or sold at
cost to other NAFAs when practicable. Distilled spirits, wines
or beer may be returned to the dealer from whom purchased (or to
the successor of the vendor's business or line of merchandise)
for refund (26 USC 5113(C) (3)).

Equipment.

1.

All equipment used by the NAF Activity is considered U.S.
Government property. The Cognizant Authority shall issue
instructions as to the disposition of excess equipment in
accordance with Section 3C, Comptroller Manual.

Accounts Payable.

1.

All outstanding accounts payable shall be paid in full, and other
outstanding liabilities, such as open purchase orders, shall be
settled.

When the unit is discontinuing all local NAF Activities, the
financial records should be properly filed and then forwarded to
the Cognizant Authority. The NAFA administrator is to:

a. collect all accounts receivable;

b. remit final withholding tax and social security payments;

c. furnish employees with final statement of earnings and
deductions;

d. convert all securities to cash;
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e. advise the concerned bank to forward final NAFA bank
statement to Commandant (G-FER);

f. advise the bank that any bank balance remaining 6 months
after liquidation should be forwarded to Commandant (G-F),

who 1s the successor in interest;

g. notify G-FER of any pending insurance claims.

E. Final Report.

1.

A final financial report shall be forwarded to Commandant (G-F)
within 15 days of the liquidation of all local NAF Activities.
If other NAF Activities remain in operation at that Coast Guard
unit, the next quarterly report shall indicate the final results
of the discontinued activity.

If all local NAF Activities are disestablished, 50 percent of
the final cash assets shall be forwarded to the cognizant
district commander, and the remaining 50 percent shall be
forwarded to Commandant (G-FER), making the check payable to
"Coast Guard NAFA," Headquarters units shall forward 100 percent
of the final cash assets to Commandant, G-FER, making checks
payable to "Coast Guard NAFA."

All remaining bank checks are to be destroyed.
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NAFA VEHICLES

Purpose. To prescribe procedures for the operation, use,
licensing, and maintenance of NAFA vehicles.

Discussion.

a.

C.

NAF vehicles are the property of an instrumentality of the United
States, and as such are exempt under the Constitution from state
licensing and inspection requirements.

Since NAF vehicles are instrumentalities of the United States,
and since the interests of the Coast Guard, its members and
employees would be very directly involved in the event of an
accident involving such vehicles, investigation under Section
0203, Coast Guard Supplement to the Manual for Court Martial
(CG-241) is required.

Enclosure (21) describes insurance coverage.

Vehicle Licensing. The terms license plates and tags have equal

meaning as used herein.

a.

NAFA vehicles shall be provided specially manufactured tags to be
purchased and distributed from headquarters. Temporary, locally
fabricated tags may be displayed pending receipt of permanent
tags, 1f permitted by local law. Permanent tags may be obtained
by letter request to Commandant (G-FRS). The letter shall
contain the following information: vehicle description, year,
make, model and serial number.

Vehicle tags shall be provided in pairs. If used on trailers or
other equipment which require only one tag, the duplicate tag
should be retained for use in the event of damage or loss to the
one in use. All self-propelled vehicles shall display a tag
front and rear.

Vehicle tags are provided for a specific vehicle and may
therefore be used for only that vehicle. These tags are not
transferable between vehicles. 1In case a vehicle is disposed
of in any manner, the tags shall be returned to Commandant
(G-FRS) .

License plates for Special Service vehicles shall be requested
from Commandant (G-PS).

Operator's License.

a.

NAF vehicles shall be operated only by a military member or
civilian employee of the Coast Guard authorized to do so. The
person must also possess a valid State or District of Columbia
operator's license
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.b. Military members and civilian employees of the Coast Guard should

hold a valid Government Motor Vehicle Operator's License (SF-46),
as prescribed in Sections 3-4 and 3-5 of the Safety Manual
(CG-405) .

c. Possession of a SF-46 permits a military member, either on or off
duty, to operate a NAF vehicle, even if he does not have a State
operator's license.

Vehicle use. The use of NAFA vehicles is restricted to official
Coast Guard or NAFA business. They shall not be used by

individuals for their own personal gain or benefit or lent to another
party for unauthorized use.

Maintenance. For the sake of safety, a vehicle should be well
maintained. Although NAF vehicles are not subject to state
inspection requirements, they are subject to the same inspection
requirements as other Coast Guard vehicles with regard to the
frequency of inspection, safety requirements and mechanical
soundness. Managers of NAF vehicles are also encouraged to seek and
accept state inspections as an added advantage in preventive
maintenance efforts.

Safety Belts. Safety belts must be installed and used in NAF
vehicles as required in Section 3-6 of the Safety Manual (CG-405).
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CONSOLIDATION OF FUNDS
DISTRIBUTION OF PROFITS AND REQUIRED REMITTANCES

Purpose. This enclosure establishes servicewide procedures for

assessing and collecting Coast Guard Trust Fund remittances and
authorizes consolidations of NAFA funds by responsible district
commanders.

a.

Definitions.

This provision is a pre-expense set aside (similar to
depreciation) of an amount equal to 1% of NAFA sales for
providing funds for replacing NAFA assets. The Reserve for the
Replacement of Fixed Assets must be kept liquid (cash) to ensure
its availability in time of need and must not be used to
supplement or replace working capital. These funds may be
consolidated by the responsible district commander dependent
upon:

(1) The unit meeting the minimum liquidity (quick ratio)
benchmark established in Encl. (10).

(2) Their exclusive reservation for the replacement of NAFA
assets.
Unit Retained Earnings. These earnings are the portion of

net profits the NAFA must retain for unit net worth to grow at a
pace equal to the inflation rate. Without this growth, liquidity
will be lost and the unit's ability to pay its bills on time and
operate efficiently will be lost. A minimum of 35% of net
profits must be retained by the unit to ensure proper cash
liquidity.

Coast Guard Trust Fund Assessment. This assessment is levied
on each district and Headquarters unit to:

(1) Redistribute some profits on a servicewide basis.

(2) Reimburse the Coast Guard Trust Fund for Special Services
and NAFA insurance costs.

(3) Provide funds for limited self-insurance coverage.

(4) Reimburse the Coast Guard Trust Fund for Headquarters NAFA
overhead costs.

District Assessment. This assessment is levied by the

district commander for pooling resources and directing funds to
NAFA and Special Services projects of highest need. The
assessment is dependent upon the availability of profits and a
satisfactory cash liquidity condition (working capital) at the
unit. See Encl. (10) for the mandatory quick ratio benchmark.

Unit Share. The unit share is an incentive share of the

profits retained by the unit for approved NAFA and Special
Services projects. Spending plans must not jeopardize the NAFA's
cash liquidity position.

CH-17
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3. Distribution of Profits.
a. Priority of Profit distribution.

(1) Profits will be distributed in this sequence:
(a) 35% retained earnings.
(b) Coast Guard Trust Fund assessment.
(c) District assessment.
(d) Unit share.

(2) Exception. A unit unable to meet the quick ratio test
and at the same time submit the assessments required above
can unilaterally reduce the assessments in reverse priority
order until the quick ratio test is met. The unit must
submit a letter to district commander (f) explaining the
cause and propose a solution to the liquidity problem. The
district is responsible for absorbing shortfalls in Trust
Fund assessments.

b. Consolidations of Funds. When unit working capital financial
conditions are satisfactory, districts may consolidate NAFA funds
in these categories:

(1) Reserves for Replacement of Fixed Assets.
(2) District assessment for program needs.
4. Coast Guard Trust Fund Assessment. The annual assessment
includes:
a. NAFA Assessment.

(1)

NAFA insurance assessment recovers costs of workmen's
compensation, general liability, crime, fidelity, short term
disability, and property coverage to the NAFA program.

NAFA overhead assessment allocates the costs of Headquarters
NAFA salaries, operating expenses, NAFA management training
programs, and the NAFA management information system.

The assessment factor is determined by dividing the total of
NAFA insurance and overhead costs by total NAFA sales. The
assessment is computed by multiplying this factor by local
annual sales revenues.
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Special Services Assessment.

(1)

(3)

Special Services insurance assessment recovers cost of
workmen's compensation, general liability, fidelity, and
selected property coverage to field Special Services
Activities. Field remittances provide reimbursement to the
Trust Fund from the benefiting district and Headquarters
unit Special Services programs. The computation is based
on actual field activities reported in the annual Special
Services insurance reports.

Special Services Profit Redistribution ensures each unit

or district is provided with a portion of the available
NAFA profits for Special Services programs. The algorithm
is based on local NAFA sales and the number of authorized
military billets supported with local funds. The algorithm
is:

%x (Local Annual Sales - (Avg. CG Sales/billet) X (Local
billets))

Each district office is responsible for apportioning and
collecting its share of Coast Guard Trust Fund assessment.

c. Assessments must be remitted and accounted for as follows:

(1)

Remittances are apportioned on a quarterly basis,
consolidated by district offices or Headquarters units and
mailed to Commandant (G-FNM) within 30 days after the end
of the NAFA fiscal quarter. Grants are apportioned and
mailed by Commandant (G-PS) in the same manner. Mail
requests for special apportionment to Commandant (G-FNM) or
(G-PS), as appropriate.

Accounting Treatment.

(a) NAFA Insurance will be entered on line 9 of the
NAFA Results of Operations Report (CG-5228).

(b) NAFA Overhead will be entered on line 14 of the
NAFA Results of Operations Report (CG-5228).

(c) Special Services Insurance will be included in line
7 of the Morale Fund Financial Statement (CG-2985).

(d) Special Services Profit Redistribution will be
entered on line 14 of the NAFA Results of Operations
Report (CG-5228) when the assessment is positive. When
a grant is received, the income will be included on
line 2 of the Morale Fund Financial Statement
(CG-2985) .

CH-17
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AUTHORIZED FUNDING SOURCES

GENERAL. This enclosure provides specific policy and guidance

for the use of appropriated funds (APF) and non-appropriated
funds (NAF) for the operations of the Coast Guard Exchange
System (CGES) and individual exchanges (CGX) .

DEFINITIONS.

1. Appropriated Funds (APF). Funds appropriated by the
United States Congress for the purpose of conducting the
business of the government.

2. Non-Appropriated Funds (NAF). Government funds derived
from sources other than those appropriated by Congress.

3. Coast Guard Exchange System (CGES). The Coast Guard's
system of retail and service profit centers operated for
the benefit of authorized patrons. CGES generates profits
necessary to be self-sustaining and to provide
supplemental funding for servicewide Morale, Welfare, and
Recreation (MWR) programs.

4. Coast Guard Exchange (CGX). The retail/service profit
center (s) established at an individual Coast Guard unit.

5. Coast Guard Exchange System (CGES) Funds. NAF revenues
generated and retained by CGX's or CGES through business
operations, i.e., sales, vendor allowances, interest
income, concession income, manufacturers' rebates, etc.

6. Coast Guard Exchange System (CGES) Assets. Cash and
investments held by CGES and CGX's. Also, property
purchased and maintained by CGES and CGX's, i.e.,
inventory, equipment, supplies, real property, vehicles,
etc.

7. Command and Control Supervision. The managerial functions
of planning, organizing, directing, coordinating, and
controlling the overall operations of CGES programs and
CGX operations consisting specifically of program,
fiscal, logistical, and other management functions that
are separate from the daily working level activities and
tasks of CGES. Command and control positions within the
decentralized management organization of CGES include
CGES Officers and Managers, Assistant CGES Officers and
Managers, and CGX and Club Managers. These positions
provide rotation, training, and career progression
opportunities not otherwise available.

8. Direct Funding Support. Support which is provided for
the direct management, administration, and operation of a
specific CGES/CGX facility or activity.

CH-24
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B. 9. Indirect Funding Support. Support typically provided
unit-wide and which mutually benefits both CGES/CGX and
unit operations, programs, and activities.

C. POLICY.

1. The Coast Guard policy on the use of funds, appropriated
and non-appropriated, in support of CGES is consistent with
the funding policy of the Armed Forces Exchange Services,
as approved by the House Armed Services Committee.

2. CGES activities are essential to ensuring a well-rounded
support program for Coast Guard members, their families,
and the military community. Commands or host units are to
consider them equally with all other missions, programs,
and activities with regard to providing APF support.

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

|

| 3. CGES activities are primarily self-sustaining and receive
| APF support only as authorized in Figure 1 of this

| enclosure. Exceptions to this policy generally are

| limited to overseas, remote, or isolated locations. CGX's
| must reimburse supporting units for APF expenditures,
| either onetime or recurring, not authorized in Figure 1.
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

4. CGES funds are not to be obligated or expended for any
purpose other than as authorized in Figure 1 for CGX
facilities and activities. The use of CGES funds to
either directly or indirectly support CGMWR programs,
other than quarterly transfers to CGMWR fund accounts as
prescribed elsewhere in this manual, is prohibited.

5. Unless addressed specifically by contract, a contractor
or concessionaire of CGES who sells authorized products or
services is entitled to the same level of APF support as
would be authorized for a similar CGES-operated activity.

Attachment:

Figure 1: APF and NAF Support Authorizations for CGES.

CH-24 2



Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES
Under the "APF" and "NAF" columns on Pages 1 through 12:
Authorized

= Not Authorized
number refers to the corresponding footnote on page 12.

»2zZp
|

EXPENSE CATEGORY APF NAF

A. Direct APF and NAF Support. Support which is
provided for the direct management,
administration and operation of a specific
CGES/CGX facility or activity.

1. Military Personnel.

a. Executive command and control, and A N
common support services.

b. All other functions (persons performing N N
these functions must be NAF employees).

2. Civilian Personnel.

a. Executive command and control, and A 1

b. All other functions (persons performing N A
those function must be NAF employees).

3. Travel of Personnel.

a. Permanent Change of Station (PCS).

|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
| common support services.
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|
|

(1) Military and full-time APF employees. A N
(2) Full-Time NAF employees. N A
(3) Part-Time/Intermittent NAF employees. N N
b. Temporary Duty (TDY and/or TAD) Travel.
(1) APF employees and military members. A 1
(2) NAF employees when travel is directed A 1
by higher (above CGES Officer) authority
and the TDY relates directly to command
and control or business supported by APF's.
(3) All other travel by NAF employees. N A
Figure 1 CH-24
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APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

c. Use of Coast Guard Owned or Leased Vehicles.

(1) For purposes related to command and
control or the provision of command
support services.

(2) Other use.

Transportation of Things.

a. APF Purchased Goods. Applies to A

transoceanic and inland transportation

of U.S.

or foreign goods.

b. NAF Purchased Goods.

(1) Transoceanic.

(a)

United States Goods. Applies to A
the movement of goods to and from
CONUS sea and aerial ports of
debarkation to the first destination
overseas, including Alaska, Hawaii,
and Puerto Rico, and to the first
foreign destination (including Guam
and overseas territories of the United
States) for goods stocked and
redistributed or procured from Alaska,
Hawaii, or Puerto Rico.

(b) Foreign Goods. Applies to foreign A
areas where commercial transportation
is not available on a reasonable
schedule.

(2) Inland.
(a) Foreign areas where commercial

transportation is not readily
available, and in combat zones.
Movement of U.S. goods within
foreign countries from port of
embarkation to first destination
or bulk breakdown point. Includes
the movement of goods to isolated
locations.

Figure 1, Page 2
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APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

4. Db. (2) (b) Movement of goods between Coast A 1
Guard units because of unit closure
or relocation; or to safeguard goods
under emergency conditions, e.g.,
hostile threat or natural disaster.

c. Household Goods. Applies to the authorized
transportation of household goods for either:

(1) APF personnel. A N
(2) NAF personnel. 3 A

5. Utilities and Rents.

a. Utilities. Applies to heat, steam, water,
gas, electricity, air conditioning, and
other utility services for facilities used
primarily for CGES activities.

(1) CONUS.

(a) All-hands/consolidated, enlisted, A N
and chief petty officer messes and
clubs. Also, when essential food
service is supplied by an officers
club, the pro rata share for such
service.

(b) All other. (May be initially paid N A
by APF subject to NAF reimbursement.

(2) Outside CONUS. A N

b. Rents. Applies to the use or possession of
non-CG lands, buildings, and other
improvements and installed equipment for a
specified period through contract, lease
agreement, or other legal instrument when
authority is granted through appropriate

channels.
(1) In foreign countries. 4 1,4
(2) All other. N 4

Figure 1, Page 3 CH-24
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APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY

Other Services.

a.

Maintenance and Repair. Maintenance applies
to the recurrent day-to-day maintenance of a
government-owned facility, its installed
equipment, and its premises in such condition
that it may be used effectively. Repair
applies to the restoration of a facility to
such a condition that it may be used
effectively.

(1) CGES Activity Operations. Work
to be accomplished within that facility
in support of the CGES program such as
repair and maintenance of wall covering,
painting, lighting, and carpeting.

(2) Grounds Maintenance. Work required to
maintain surrounding building grounds,
roadways, parking areas, etc.

(3) Facilities Maintenance.

(a) Work required to maintain and
repair facility systems that are
considered an integral part of the
facility structure (electrical,
mechanical, heating and air
conditioning, plumbing, roofing,
foundations, doors, windows, etc.)
or damage to the facility interior
resulting from failure of a facility
system, or to meet health and safety
requirements, etc.

(b) Maintenance and repair work
required to prevent or correct all
life safety deficiencies.

(c) Maintenance and repair work required
to ensure the structural and
operational integrity of building
components (such as roofing,
foundations, ceilings, floors, walls,
windows, doors, etc.), and installed
building equipment and systems (such
as plumbing, heating, ventilating,

cooling, air conditioning, electrical,

fire protection, and security, etc.)

Figure 1, Page 4
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Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

a. (3) (d) Maintenance and repair work A 1
required to preserve the exterior
of a facility.

(4) Eguipment Maintenance. Maintenance,
repair, or overhaul of the following:

(a) Government-owned APF equipment A 1
either on loan to CGES or purchased
with NAF funds and title has been
transferred to the Coast Guard.

(b) Equipment acquired with NAF funds N A
and held as CGES property.

b. Minor Construction. Erecting, adding, 5 6
expanding, altering, converting, replacing,
or relocating an existing facility.

Construction. Erection, installation, or
assembly of a new facility; the addition,
expansion, extension, alteration, conversion,
or replacement of an existing facility; or
the relocation of a facility. Construction
includes equipment installed in, and made a
part of, such facilities and related site
preparation, excavation, filling, and
landscaping or other land improvements.

a. Administrative offices. A 1

b. Exchange facilities located in designated A 1
military conflict areas, or within
hospitals, housing, or other APF construction
project facilities in which an exchange is
deemed essential for mission support.

c. CGES logistical facilities outside the U.S. A 1
(such as administration buildings, storage
and maintenance facilities, laundry and dry
cleaning plants, plants, bakeries, dairies, or
similar facilities, etc.) used in support of
the military mission.

d. All other CGES facilities. N A
e. Banks at locations where on-base services 7 7
are required and banking operations are

determined to be non self-sustaining.

f. Commercial ventures and franchise operations. 7 7

Figure 1, Page 5 CH-24
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(9) to COMDTINST M7010.5

APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY

g. Other private operations facilities
(including thrift shops).

h. Credit union.

Purchase of Real Property. Acquisition cost of
land, buildings, and other fixed improvements.

Other Supplies. Applies to expendable items
that are consumed or lose their identity when
used, or whose low value do not require the
same accountability required for equipment.
Included in this group are clothing,
organizational tools, administrative and
housekeeping supplies, etc.

a. Executive command and control. Common
support services. Enlisted, all-hands/
consolidated, and chief petty officer
clubs. Officers clubs, if supplies are
authorized items of issue to military
dining facilities.

b. All other supplies.

Equipment. Applies to the acquisition of any
item of equipment, furniture, or furnishings
for purposes as follow:

a. Executive command and control, and common
support services. Enlisted, all-hands/
consolidated, and chief petty officer clubs.

Officer clubs, if equipment is authorized item

of issue to military dining facilities.
b. Surplus and/or excess government equipment.
c. All other equipment.
Merchandise, Service, and Equipment for Resale
or Rent. Merchandise, services, and equipment

procured by a CGX or the CGES program for resale
or rent to authorized patrons.

Figure 1, Page 6
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Encl. (9)
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY

Indirect APF and NAF Support. Support typically

provided unit-wide and which mutually benefits both

CGES/CGX and unit operations, programs,

(Note: Fund authorizations remain as stated below if,

in specific situations, the support described is
provided directly rather than indirectly.)

1.

Utilities. Applies to heat, steam, water,
sewage, gas, electricity, air conditioning, and
other utility services when support unit-wide
facilities and functions.

a. CONUS.

(1) If metered or capable of being feasibly
pro rata charged, same as A.5.a.(1l).

(2) If not metered or unable to be feasibly
pro rata charged.

b. Outside CONUS.

Communications.

a. Electronic Communications. Applies to all
forms of electronic communications (e.g.,
telephone, teletype, television, on-base
telecommunications cable). Includes public
access and networking system, or other types
of electronic media provided the CGES program
and facilities.

(1) Command management functions, such as
statistical data gathering and
reporting, and for communications with
other commands, headquarters, DOT and
other government agencies.

(2) Programs outside CONUS when deemed to be
in the best interest of the government.

(3) Facilities that support mandatory
military functions as an adjunct to
the CGES missions.

(4) Resale and collections when the
principal function of the communication
is to procure items for resale and
collection of income for merchandise or
services sold. (Note: The use of APF
message traffic to ships deployed to
collect debts owed CGES is authorized.)

Figure 1, Page 7
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(9) to COMDTINST M7010.5

APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF
a. (5) Other communications capabilities. A
b. Postal Service, Mail Indicia, and Postage.

(1) Official Communications. Applies to

support by government postal organizations
and systems for the dispatch of official
mail and rental of post office boxes in
providing domestic, international, or
military postal service relating
exclusively to the business of the U.S.
Government. Includes civilian personnel
actions such as recruitment, retention,
termination, and other actions related to
the CGES program.

(a) Within and between government A
agencies.
(b) Persons and private commercial A

agencies not related to the sale
of goods and services.

(2) Resale Operations. All correspondence N
directly related to resale operations.
Includes customer surveys, promotional
announcements, and communications
regarding the procurement of items for
resale and collection of income for
merchandise or services sold. (Note:
Inclusion of this type of correspondence
in envelopes/packages of official
communication for which APF pays postage
is prohibited.)

Printing and Reproduction. Includes work done
on printing presses, lithographing, and other
duplicating related to binding operations,
photography, microfilming, formats and forms,
development, editing and graphics.

a. Sale of Merchandise and Internal Operations. N
Services directly relating to the sale of
merchandise or collection of funds resulting
from the sale of goods, merchandise, or services.

b. All Other Printing and Reproduction Services . A

Other Services.

Figure 1, Page 8
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Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

Education and Training. Pertains to the
advancement of job knowledge, development of
skills, and improvement of abilities of CGES
personnel.

(1) All education and training provided to A 1
APF personnel and to NAF employees
serving in command and control or
common services support positions.

(2) For NAF employees not serving in command A 1
and control or common services support
positions, but when the education or
training is related to either of these
purposes.

(3) For both APF and NAF personnel when A N
attendance is directed or mandated
by the Coast Guard.

(4) All other. N A

Auditing Services. Relates to the independent
examination, review, and evaluation of the
records, controls, practices, and procedures
in the area of financial and operational
management of the CGES program by DOT or Coast
Guard components, audit organizations, or
independent public accountants.

(1) Work done by DOT or Coast Guard audit A N
organizations as part of assigned
functions.

(2) All other. A 1

Data Automation. Applies to automated data
processing system development or operation
(e.g., personnel, equipment, supplies).

(1) Command supervision and responsibility A 1
for review and analysis and as necessary
for required command reporting.

(2) Internal activity management exclusively N A
for CGES resources and resale.

Figure 1, Page 9 CH-24



Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY

B. 4. d. Financial Management Services. Relates to
those services that reflect the preparation
of APF and NAF budgets, provide accounting
for financial management data, facilitate the
preparation of financial reports, and provide
for management review and analysis to ensure
proper control over all the resources that
support the CGES program.

(1) Functions required for command
supervision, management review, and
analysis to ensure control over APF and
NAF resources.

(2) Functions required for the internal
operations of the CGES program.

e. Civilian Personnel Office Assistance or
Administration.

(1) Technical advice and counsel for NAF
personnel management.

(2) Routine personnel administration and
related personnel matters for the NAF
workforce when no additional incremental
APF costs are incurred.

f. Legal Services.

(1) Services and assistance provided the
CGES program by or through headquarters,
MLC, or district legal staffs.

(2) Internal civilian staff as integral
element of a CGX or CGES.

g. Procurement Services.

(1) Technical advice and assistance
provided by headquarters or an MLC,
district office, command, or host unit
to assist CGES or CGX management in the
procurement of goods and services with
NAF funds.

CH-24 Figure 1, Page 10
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Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

g. (2) Routine procurement of goods and 9 A
services (with NAF funds), provided
there are no additional incremental
APF costs (source development,
preparation of procurement documents,
negotiations of prices, contract
administration and audit with related
procurement functions).

h. Custodial and Janitorial Services.

(1) Administrative spaces; exchange A N
activities located in designated
military conflict areas and within
hospitals, housing, or other APF
construction project facilities;
exchange logistical facilities outside
the U.S. which support the military
mission; enlisted and all-hands/
consolidated clubs and essential
feeding portions of officer clubs.

(2) All other. A A

i. Common Services. Those services required
to protect the health and safety of
participants, employees, and CGES and CGX
resources. Such indirect, overhead services
include but are not limited to fire protection
(including physical security of buildings such
as alarm systems and security bars); pest
control; trash and garbage removal; sewage;
snow removal; safety; repair and cleanup of
underground storage tank leaks; environmental
compliance; medical, veterinary, and sanitation
inspections; property disposal services; and
rescue operations.

(1) In CONUS, trash and garbage removal N A
services for resale activities and for
officer clubs which do not provide
essential feeding services.

(2) All other. A N

Figure 1, Page 11 CH-24



Encl. (9) to COMDTINST M7010.5
APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

EXPENSE CATEGORY APF NAF

B. 5. Other Operational Expenses. Includes the cost of A A
types of resources not otherwise provided for,
such as investments and loans, grants, subsidies
and contributions, insurance claims and indemni-
ties, interest and dividends, and payments instead
of taxes, if such resources are included in
operations appropriations. Includes costs incurred
incident to the performance of functions related to
executive control and essential command supervision.

6. Architectural and Engineering Services.
Applies to professional services that include
the necessary consultations, preparation of
preliminary studies, analysis, cost estimates,
working drawings, specifications, interior
design and decoration, and the inspection and
supervision services required for the
construction, alteration, or repair of real
property facilities.

a. For APF construction. A 1

b. For installation master plan projects A 1
that include CGES facilities as part of
the overall plan.

c. For NAF construction, provided no additional A 1
manpower authorizations are required.

d. All other. N A
FOOTNOTES:
1. NAF funds are authorized if APF funds are not available.

2. Authorized only if reimbursement is made to APF based on
actual cost or agreed-upon terms.

3. Authorized if in conjunction with the permanent change of
station (PCS) of a NAF-paid employee serving in command and
control position, as directed by appropriate authority; or,
otherwise, on a reimbursable basis.

4. Specific Commandant approval required. Address requests to
Commandant (G-PXM) .

5. Authorized for the following: the correction of health and
life safety deficiencies, such as installation of a sprinkler
or fire alarm system, environmental compliance, or removal of
asbestos; work required or included in the unit master plan.

CH-24 Figure 1, Page 12



Encl. (9) to COMDTINST M7010.5

APF AND NAF SUPPORT AUTHORIZATIONS FOR CGES

FOOTNOTES (cont'd):

6.

Commandant (G-PXM) approval required if total project cost
is anticipated to exceed $25,000.

Private or other non-government funds required; neither APF
nor NAF are authorized.

APF authorized only to reimburse CGX's for costs incurred in
managing, distributing, selling, and after-sale of military
clothing and other appropriated funded items.

When item/service can be purchased via existing APF contract.

Figure 1, Page 13
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Encl. (10) to COMDTINST M7010.5, CH-11
22 JUN 1982

KEY FINANCIAL RATIOS OF COMMON EXPERIENCE
General.

Key financial ratios, the range of common Coast Guard experience, the
data mid-point (median), and performance benchmarks have been
identified in order to provide command with key indicators of
financial performance and to allow comparisons against the
statistical profile of other Coast Guard units with similar sales
volumes and product mixes. The ratios are "indicators" of
performance which should be viewed collectively in any analysis of
the business entity. A problem area indicated by one ratio would
normally be reinforced by other ratios which also would be outside
the range of normal tolerance.

Suggested use of ratios.

The following methodology is recommended:

1. Compute actual financial ratios.
2. Compare against the established benchmarks.
3. Compare against Coast Guard experience for the applicable

unit sales volume.

4. Compute inventory to sales ratio for each selling department
or activity.

5. Compare against benchmark (or weighted average combination)
for the retail product lines stocked by the activity.

6. Compare against Coast Guard unit experience.

7. Analyze differences from the benchmark to determine what is
causing the wvariance. (e.g. working capital low, inventory
higher than required by sales volume, etc.)

8. Since many of the ratios complement one another, look for
supporting indications. (e.g. Quick ratio low, net
profit/net working capital higher than normal, inventory to
net working capital higher than normal. TIf liquidity
problems are indicated the unit most probably has difficulty
paying bills on time and at very least cannot take advantage
of prompt payment discounts.)

Definitions

1. Range. The spread between the highest and lowest ratios of
Coast Guard units within a specific sales volume.

2. Median. The statistical middle point in the distribution of
data. One-half of the data is above the median and one-half is
below the median. It is not the same as mean or average.



Encl.

(10) to COMDTINST M7010.5, CH-11

22 JUN 1982

3.

10.

Current Ratio. Current Assets (Line 18 from form CG-5228A,)

are divided by total Current Liabilities (Line 9). Current
assets are the cash, notes, accounts receivable, merchandise
inventories and securities. Current Liabilities consist of the

total of all debts falling due within one year. This is one test
of solvency. Minimum acceptable 2.5:1.

Quick Ratio of Acid Test. This ratio is a more severe

measure of liquidity than the current ratio, since it eliminates
inventory and prepaid items from consideration. It assumes that
the NAFA's ability to meet its current debts in an emergency
depends on its "quick" assets - its cash and readily marketable
securities and receivables. The traditional rule of thumb i
that the minimum for this ratio should be 1 to 1, which implies
that current liabilities are covered by quick assets. The ratio
is obtained by dividing Line 8 (Cash Assets) by Line 9 (Current
Liabilities) from form CG-5228A.

Net Profits on Net Sales. This ratio is obtained by dividing
Line 23 (Net Profits) by Line 1 (Unit Sales) from form CG-5228.
Minimum acceptable is 5% except as indicated in Encl. 16.

Net Profits on Net Working Capital. This ratio is computed

by dividing Net Profits by Net Working Capital. Net Working
Capital is the excess of Current Assets over Current Liabilities
(form CG-5228A, Line 18 less line 9) and represents the cushion
available to the business for carrying inventories, in some cases
receivables, and for day-to-day financing. This ratio then
reflects the contribution of net profits to business liquidity.
20 - 30% is considered good for annual performance.

Net Sales to Net Working Capital. Divide Net Sales by Net
Working Capital. This serves as a guide to a units ability to
turn its Working Capital and its levels of operating funds. Four
to seven times is considered good for annual performance.

Current Liabilities on Net Worth. Computed by dividing

Current Liabilities by Net Worth. A potential problem exists
when this relationship exceeds 100 percent, which indicates that
creditors (vendors) have a greater equity in the NAFA than the
Coast Guard unit.

Inventory on Net Working Capital. Merchandise Inventory, as
reflected on Line 12 (CG-5228A) is divided by Net Working
Capital. This indicates inventory balance and true capital
liquidity. Ordinarily this ratio should not exceed 100 percent
or day-to-day operating capital is impaired. The ceiling for
grocery annexes ranges higher to 150%.

Inventory to Sales (Monthly). This ratio is computed by
dividing inventory at the end of month (Line 4 on Form CG-5528)
by total cost of goods sold (Line 5 on Form CG-5228) divided by
three (3) for a monthly inventory to sales ratio. (Empirically
stated: EOM Inventory/ (Total cost of goods sold/3).) If the
retail inventory method is used, the ratio is computed by
dividing inventory at end of month by total sales divided by
three (EOM Inventory/ (Total Sales/3).) See Enclosure (45) for
more specific definition and use.

2



Encl. (10) to COMDTINST M7010.5, CH-11
22 JUN 1982

11. Inventory Turnover. This term is used to refer to the number
of times the average inventory was disposed of during a specified
period. It is properly determined by dividing the total cost of
goods sold by the average inventory ((Beginning inventory plus
ending inventory)/2) computed from Form CG-5228. This ratio is a
measure of efficiency on the capital investment in inventory.

Benchmarks of Performance. The following benchmarks apply to
Coast Guard NAF Activities:

RATIO BENCHMARK
1. Current Ratio Minimum 2.5:1
2. Quick Ratio Minimum 1:1
3. Net Profit/Net Sales Minimum 5% except as modified in
Encl (106)
4. Net Profit/Working Capital 20% to 30% on annual basis
5. Net Sales/Working Capital 4 - 7 times on annual basis
6. Current Liabilities/Net Worth Maximum 100%
7. Inventory/Working Capital Maximum 100% except grocery
annex at 150%
8. Inventory to Sales and Turnover
Activity Selling Average Monthly Annual
Department Inventory/Sales Inventorv Turnover
]
a. Tobacco 0.65 18 - 20
| ___b. _Snack Items, candy 1 10 - 14
|
c. Health and Beauty 2.5 4 - 6
i
d. Military, mens' apparel, shoes u 3-8
P ] 1
e. Jewelry 2 | -5
!
f. Stationery 2.5 ! b -6
ol
g. Ladies' childrens' apparel 3 4 -5
|
h. Household, appliances 2.5 b -6 .
i. Leisure goods, photo, audio, :
luggage, sporting goods 3 1-5 |
j. Beverages .15 15 - 1"
!
k. Hardwa-e, automotive, parden, pet 2.5 L
1. Package store items 1.3 7 - 10
m. Grocerv Stores .5 22 - 2¢

E. Coas: Guard Experience. Figure 10-1 indicates both the median point and the
ranee of experience of Coast Guard units for each ratic by the sales volume of the
unit. It allows for the comparison of individual units against how others are
performing.
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Encl. (11) to COMDTINST M7010.5, CH-6
19 MAR 1981

NAFA CAPITAL IMPROVEMENT PLAN

INTRODUCTION.

A five year NAFA Capital Improvement Program (CIP) is to be developed and
implemented by District Commanders and Commanding Officers of Headquarters

Units. The Capital Improvement Program should provide guidelines for
identifying necessary maintenance, expansion and/or replacement of NAFA
equipment, fixtures and buildings. It should also define procedures for

requesting and funding these projects from NAFA sources and reference
existing procedures to request and fund projects from appropriated fund
sources (0G-30, 0G-43 and AC&I). A model plan is provided in this
enclosure and may be used by cognizant authority for implementing a NAFA
Capital Improvement Program.

DISCUSSION

a. NAFA facilities need to be maintained at an acceptable level to
enable the NAFA program to continue to realize the desired service
and fiscal results. The costs of new construction, acquisition,
expansion or improvement of any NAFA activity are proper charges to
appropriated funds, and these funds (AC&I, 0G-43, or 0G-30) should be
pursued before resorting to the use of NAFA monies. Regardless of
the source of funds, support documentation as outlined in the
Planning and Programming Manual (COMDTINST M16010.1), the Civil
Engineering Manual (COMDTINST M11000.1), and the Shore Facilities
Planning Manual (CG-380-5) will be adhered to for NAFA Capital
Improvement projects.

b. Repairs and maintenance necessary for maintaining safe and attractive
facilities are included in the Capital Improvement Program. These
are expenses recorded as Other Direct Expenses in the NAFA budgeting
and reporting packages.

Source of NAFA funds for Capital Improvement Projects. The two areas in
the NAFA Budget Program that accumulate funds for use in the CIP are the
Provision for Asset Replacement (1% of sale) and Retained Net Profit
(35%) .

Project Approval Authority.

a. Approval authority for NAFA CIP projects funded from appropriated
funds shall be in accordance with the Coast Guard Directives listed
in paragraph 2.a above.

b. Approval authority for NAFA CIP projects funded from non-appropriated
funds are as follows:
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4. Db. (1) Unit Approval - Any NAFA CIP project less than $5,000. The unit
approval level must be granted in writing by cognizant authority.

(2) District Approval - Any NAFA CIP project less than $75,000.

(3) Headquarters Approval - Any NAFA CIP project greater than
$75,000 or that requires a commercial loan.

5. Capital Improvement Program Project Defined. The following qualify as CIP
projects.

a. Projects where labor, installed property, material, or contracted
services (including architect/engineering services) exceed $5,000.

b. Individual items with a cost in excess of $1,000. Includes such
items as forklifts, lawn mower tractors, vehicles, etc.

c. All retail store or warehouse (stockroom) fixtures and office
equipment for specific projects greater than $5,000 or any individual
item greater than $1,000.

d. Exterior/interior decorating such as removable walls, spotlights,
major signs, draperies, etc., which do not become a permanent part of
the real property but exceed a cost of $1,000 and have a life
expectancy greater than one year.

6. Repair and Maintenance Projects Defined. Those projects which do not
qualify for inclusion in the CIP as described in paragraph 5 above are
considered repair and maintenance projects.

7. Implementation of CIP Projects. All projects are initiated at the
activity level via the Facility Improvement Survey (Figure 11-1) then
proceed to the Unit Improvement Action/Funding Plan (Figure 11-2).

a. Facility Improvement Survey - the means by which an individual
activity manager reviews the physical needs of their activity and
identifies what is needed and when it is needed. This format also
provides for the separation of costs for capitalization and expense
items. Approximately 30 days prior to preparation of the Annual NAFA
Budgets for the ensuing year, NAFA officers/managers will provide
each activity manager a Facility Improvement Survey form for each
activity. The survey shall be used to identify all work that is
required to insure a desirable appearance; to maintain all aspects of
safety and security; and to improve efficiency of operation. While
the form is generally self-descriptive, some discussion is necessary.
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After completing the headings, managers will make a physical
trip through each activity, checking each item listed in Figure
11-1 as either satisfactory or requiring work.

Since this program will cover up to five years, and the work
required may not be urgent, managers will complete column (2)
with their opinion as to the budget year when the actual work
should be accomplished (FY 81, 82, etc.). Column (2) will also
be used to specify which quarter of the selected fiscal year is
best for the work to be accomplished. This permits the manager
to schedule work for slow vs busy periods based on personal
knowledge.

Columns (3), (4), and (5) are used to assign the work according
to the account to which it appropriately belongs since in some
cases a major project may be developed via the survey. This
action also provides a simple means of isolating repair and
maintenance work as defined in paragraph 6 above. Managers will
use columns (3), (4), and (5) to enter their estimate of the
actual cost for that line item of work. This estimate should be
based on sound judgement and frequently is available from the
unit's public works office.

Columns (6) and (7) are used to compile total dollar figures for
the next budget year by each line item and are then added down
to signify totals which may be considered for capitalization or
expense. Only the total applicable for the coming fiscal year
is to be considered when relating these costs to the cumulative
dollar values appearing in the "Retained Earnings" and "Funds
for Asset Replacement" positions of the Annual Budget.

Column (8) 1is used to compile total dollar figures for all
planned expenditures, both capitalized and expense, for the next
5 years.

Completed surveys will be submitted by activity managers to the
NAFA officer for review and consolidation on the Unit
Improvement Action/Funding Plan.

Unit Improvement Action/Funding Plan (Figure 11-2) - prepared by the
NAFA officer/manager based on the facility improvement surveys
submitted by activity managers. The action plan is a consolidation
of the facility surveys and serves to sort out the projects into
three areas. Planned time phasing of these projects is also
accomplished at this time.

(1)

Repair and maintenance, expense projects.
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Capital Improvement projects to be performed without requiring
submission of a planning proposal, project proposal report, or
structalt (under $75,000 and no commercial loan).

Capital Improvement projects requiring submission of
planning/project documents.

Upon receipt of the facility improvement surveys for all unit
activities, the NAFA officer/manager will take the following actions:

(1)

Post all projects in activity sequence to the unit improvement
action/funding plan, utilizing activity codes established for
budget and report purposes (RA, RB, BA, BB, etc.). Each fiscal
year shall be listed in successive order on the unit improvement
action/funding plan. The data from the facility improvement
plan will readily transmit to columns (2) Activity; and (6),

(7), and (8) with a total value to be entered in column (9).

A project title will be entered in column (3) for each project;
i.e., Club Renovation, Office Equipment.

Project numbers column (4) which are necessary for later control
and project submission purposes are then assigned.

Example: Cape Cod Air Station Grocery Project = 201GA80-1.
201 denotes the unit, GA is the major grocery section; 81

is the fiscal year and 1 is the first listed project on the
plan. Since the activity codes are NAFA - peculiar, no
other definition is required. Repair and maintenance
expenses need not be assigned a project number.

For Headquarters Units, indicate the source of funding; i.e.,
AC&I - 0G-43, 0G-30, or NAFA in column (5). For District Units
leave column (5) blank; the source of funding will be determined
at the District level.

Columns (1) Priority, (10) Beginning Month of Project, and (11)
FY/Budget Quarter are subject to the judgement of the NAFA
officer. Having posted all projects on the Action Plan, the
NAFA officer then establishes the priority numbers to be entered
in column (1) for each project. Since the NAFA officer will
also be aware of the point in time when money will be available
to commence each project, columns (9) and (10) can then be
completed.

District units will provide a copy of the unit improvement plan
to the district (fbr) so a district-wide plan for NAFA Capital
Improvement can be established. This can be done by using the
unit submissions and following the procedures described above to
develop a district Master Improvement Action/Funding Plan.
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Districts and Headquarters units will provide unit copies and a copy of
the overall Improvement Action/Funding Plans to Commandant (G-FER) as a
part of the Annual Budget Package submission.

AC&I data sheets (form CG-5069) should be prepared for potential AC&I
projects. Potential 0G-43 projects should be entered on the appropriate
0G-43 backlog.
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CASH MANAGEMENT

Purpose. The Cash Management program provides the rapid

collection of system cash receipts into a central bank account and
pooling of funds to enhance investment return. Funds remain in the
control of the local custodian and all interest earned is allocated
back to units on a quarterly basis, after deductions of bank
charges.

Operation.

a. Implementation.

(1) NAF activities, Special Service accounts or other
non-appropriated fund accounts may join the cash management
system by submitting a letter request to COMDT (G-FNM) via
the chain of command. Requisite accounts will be
established with the concentration bank.

(2) Where several separate checking accounts are maintained at
one unit (e.g., NAFA vendor, payroll, Special Services,
etc.), a "coordinator" should be appointed to call in
deposits and handle questions in the interest of economy of
operation.

(3) Units will maintain a local bank account for the purpose of

depositing receipts and clearing customer checks. To
compensate the local bank, one to two days' average sales
receipts can be left in the account. If this is not
adequate compensation, the local bank will contact you.
Commandant (G-FNM) 1s available to assist in the
negotiation with the local bank.

b. Local Bank Selection Criteria.

(1)

Banks operate in a competitive environment where Coast Guard
NAFA's are viewed as profitable accounts. These
institutions compensate depositors with customer services
and/or financial fees in the form of interest. Bank
selection should then be logically based on which
institution is willing to pay the highest interest or
provide the best service to both the NAFA and the command.
Command leverage is in terms of average daily balances which
may be left in the bank to compensate for services provided.
Banks do compute the costs of providing specific services
and are willing to negotiate with their customers. Typical
services required by Coast Guard commands are as follows:

(a) Depository Services
(b) Checking Services
(c) Coinage and bill cashing service
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2.

b. (1)

(12) to COMDT INST M7010.5, CH-10

Cashing military pay checks

Cashing NAFA employee pay checks
Member Automated Clearing House (ACH)
Proximity to the Command.
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If the full-service bank is not willing to provide the
services required by the command, consideration should be
given to finding one that will. A strong posture is
recommended-COMDT (G-FNM) is available for assistance in the
negotiation process.

c. Operation.

(1)

Cash is deposited daily in the local bank; a toll free phone
call is made identifying the unit and amount of deposit.

The concentration bank drafts the local bank the next
business day, with a Depository Transfer Check (DTC).

Funds are removed from the unit account at the concentration
bank as the checks written by the unit are presented for
payment. The unit will be earning interest until the checks
have cleared the concentration bank.

The concentration bank keeps track of deposits to and
payments against each individual account. This information,
including daily balances and cancelled checks, is on the
monthly bank statements prepared by the concentration bank.

If practicable, a payroll account should be opened at the
concentration bank to take advantage of payroll check float.
This will be cost effective only for larger units.

To maximize interest earnings, units should consider mailing
vendor payments at the latest possible time. Cash discounts
should generally be taken. Consider liquidating excess
funds tied up in slow moving inventory or receivables.

The NAFA Cash Management system user manual is available for
participating units through Commandant (G-FNM). Signature
cards and mail deposit envelopes (for vessels) are available
from the central bank.

To plan system working capital requirements, notify
Commandant (G-FNM), whenever planned unit disbursements are
to exceed receipts by $50,000 in a five day period.
Typically, notice need only be given for non-routine, large
disbursements. Give as much notice as possible.

Investment of the central fund will be done by Commandant
(G-FNM), following written guidelines approved by Commandant
(G-F) .
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Minority Bank Report. Commandant (G-FNM) will make the
report for all units fully participating in the cash management
system. Any unit having local balances in excess of $5,000 and
co-located in a city with a minority bank must submit an

individual minority bank report in accordance with current
procedures.
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ACCOUNTING PERIODS

PURPOSE. To prescribe standard accounting periods for NAF
FY91-FYO93.

REQUIREMENTS. To minimize potential disruptions, which the
taking of inventories and other end-of-reporting period
duties can have on the busy military payday, all quarters
have been scheduled to end on the Saturday prior to the end
of the month. All business conducted prior to close of
operations on the final day of the quarter shall be included
in that quarter. Physical inventories shall be taken before
any business for the next period is conducted. Activities
that routinely conduct business on Sunday may end their
quarter as of the close of business on the Sunday immediately
following the closing dates shown below. Submission of
reports is required within 15 working days after the last day
of each accounting period.

ACCOUNTING PERIODS. Accounting periods for FY91 through FY93
are as follows:

NAF FYO1 Beginning Ending

First Quarter 27 January 1991 27 April 1991
Second Quarter 28 April 1991 27 July 1991
Third Quarter 28 July 1991 26 October 1991
Fourth Quarter 27 October 1991 25 January 1992
NAF FY92 Beginning Ending

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

NAF FYO93

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

26 January 1992
26 April 1992
26 July 1992
25 October 1992

Beginning

24 January 1993
25 April 1993
25 July 1993

31 October 1993

25 April 1992
25 July 1992
24 October 1992
23 January 1993

Ending

24 April 1993

24 July 1993

30 October 1993

29 January 1994
CH-24
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CHAPTER 1.

A. PURPOSE.

Enclosure (14) to COMDTINST M7010.5, CH-9
17 DEC 1981

NON-APPROPRIATED FUND ACTIVITIES
INTERNAL AUDIT AND CONTROL PROCEDURES

PURPOSE AND SUMMARY

1. This Enclosure contains guidelines and procedures for conducting
surveys of internal NAFA command control systems, for conducting
audits of specific areas of concern, and for conducting
comprehensive audits of all or part of the NAFA entity. The
procedures used must be tailored to fit the situation at hand and
to accomplish the objectives of the audit.

B. DISCUSSION.

1. Internal Control Questionnaire 1s a survey which provides specific

questions concerning general operations, fiscal control procedures
and accounting operations. It is the initial step of a comprehensive
audit and can additionally be utilized by the Command as a check-off
list which will identify problem areas requiring further examination
and/or specific corrective action.

2. Internal Audit Program.

a.

Provides specific audit procedures that may be used by the
internal auditors. It will be necessary to add, modify,
and/or delete audit steps based on the nature of the NAF
operation and the extent of existing internal controls.

Sections of the audit program may be used to review one
aspect of the accounting system without performing an entire
internal audit.

Each audit program section contains three parts:
(1) Audit objectives state the purpose of doing testwork

in each area. The auditor will select procedures that
will efficiently accomplish the stated objectives.

(2) Internal control features are noted both for NAFA
management use and for the internal auditors. Stated
internal controls may be appropriate depending on the
size of the NAFA, number of employees, etc. These
features should be used only as a guide in establishing
or evaluating the NAFA accounting system.

(3) Audit procedures to satisfy the objectives for the
audit area are listed in logical order. Scope of
testwork is generally omitted as the extent of testwork
is left to the discretion of the auditor.
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2. c. (4)

(3)

to COMDTINST M7010.5, CH-9

Internal control principles provide a management

guide to accounting controls.

Fraud prevention and identification procedures are
provided for management use. This should be reviewed in
conjunction with Enclosure (40), Security and Safety.

3. Audit workpapers are described, including labeling, tic

marks,
C. REPORTING.

(1)

references and indexing. Sample workpapers are provided.

Exit briefings will normally be given to the NAF
activity manager, NAFA Officer, and Commanding Officer
of the cognizant unit. Findings that are considered too
sensitive for general dissemination should be reported
directly to the Commanding Officer, District (f) and
Commandant (G-FNM) as appropriate.

Completed copies of all audit reports should be
forwarded to District (f) and Commandant (G-FNM) .
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

17 DEC 1981

Date

Period Ended

Unit

Activity

Question Yes

No Remark

CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

A. GENERAL.

1. Does the NAFA have an organization
chart?

2. Is the accounting routine in accordance
with written procedures? (Enclosures
17, 18).

3. Does the NAFA use the prescribed chart
of accounts? (Enclosure 17).

4. Are NAFA support functions, i.e.,
accounting, purchasing, receiving,
personnel and warehousing, centralized
for the unit NAFA?

5. Is the accounting department completely
separated from:

(a) purchasing
(b) sales

6. Does central NAFA office accounting
control over activity offices appear to
be adequate?

7. Are journal entries adequately
explained and/or supported by adequate
substantiating documents? (Enclosures
17 and 18).

8. Are journal entries approved by an
official authorized to do so?

9. Does the NAFA use standard journal
entries for the regularly recurring
monthly closing entries? (Enclosures
17 and 18).
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

10.

11.

12.

13.

14.

15.

16.

17.

18.

Are accounting records adequately
safeguarded? (Enclosures 17 and 18).

Is access to accounting records
limited to employees with designated
responsibility for such records?

Does the command approve the specific
pricing plan for each activity?
(Enclosure 46).

Are all NAF activities identified,
budgeted and reported in accordance
with prescribed procedures?
(Enclosures 4, 15 and 19).

Are written budgets used for:
(Enclosure 15)

(a) Operational expense and cost
control?

(b) Capital additions?
(c) Future cash requirements?

Are monthly financial statements
submitted to management to highlight
inventory, expense, or sales
problems? (Enclosure 19).

Are internal financial statements
available promptly (10 days) after the
close of an accounting period?
(Enclosure 19).

Are merchandise selling departments
established in accordance with
Enclosure 457?

Are sales rung and recorded by
merchandise selling department?
(Enclosures 18 and 45).
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

17 DEC 1981

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

19.

20.

21.

22.

23.

Is an inventory control open-to-buy
system maintained monthly/quarterly by
department for exchange activities?
(Enclosure 18).

Are there up-to-date approved position
descriptions which describe the duties
and responsibilities of each

position? (Enclosure 53).

Are there periodic employee
performance evaluations?

Are all employees required to take
regular vacations, their regular
duties then being assigned to other
employees? (Enclosure 53).

Are advisory boards established and
utilized. (paragraph 2A.7)
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

B. CASH FUNDS.

1. Are all petty cash, change and check
cashing funds handled on an imprest
basis?

2. 1Is responsibility for each fund vested
in only one person and specified in
writing by command?

3. Is the Imprest Fund Cashier other than
an employee handling remittances from
customers and other cash receipts?

4. 1Is the amount of petty cash, change
and check cashing funds restricted so
as to require reimbursement at
relatively short intervals?

5. Are funds adequate?

6. Is there a reasonable limit on cash
disbursements?

7. Are surprise cash audits conducted?
8. Are petty cash vouchers:
(a) Prepared for each disbursement?
(b) Supported?
(c) In ink or typewritten?

(d) Fully descriptive of the item
paid for?

(e) Clearly marked to show the amount
paid?

(f) Approved by someone other than
the petty cash custodian?



Enclosure (14) to COMDTINST M7010.5, CH-9
17 DEC 1981

CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date
Period Ended
Unit
Activity

Question Yes No Remark

(g) Receipted by the person receiving
the cash?

(h) Satisfactorily voided at the time
of reimbursement to prevent
re-use?

9. 1Is check cashing limited to $100 per
person a day?

10. 1Is part of any fund represented by
cash in bank?

11. Does the cashier, hold a receipt for
all petty cash and change funds in
hands of employees?

12. Are cash and cash items safeguarded
until deposit?
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INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

C. BANK ACCOUNTS

1.

Are bank accounts reconciled promptly
each month?

Is the reconciliation reviewed by the
NAFA officer?

Do reconciliation procedures include:

(a)

Receipt of bank statements and
cancelled checks unopened by bank
reconciler?

Examination of cancelled checks
for authorized signatures,
irregular endorsements and
alterations?

Comparison of dates and amounts
of daily deposits as shown on the
bank statements with the cash
receipts journal?

Investigation of bank transfers
to determine that both sides of
the transaction have been

properly recorded on the books?

Are checks outstanding for a
considerable time periodically
investigated and a stop payments
issued?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

17 DEC 1981

Date

Period Ended

Unit

Activity

Question Yes No

Remark

D. INVESTMENTS

1. TIf the unit is on the NAFA
Consolidated Cash Management system,
are funds in local bank accounts kept
to a minimum for compensating balances?

2. If the unit is not on the Central Cash
Management system:

a. Are purchases and sales of
securities authorized by the NAFA
Officer>?

b. 1Is a record kept by the
accounting department of each
security, including certificate
numbers?

c. Are the securities records:

(1) Maintained in sufficient
detail to afford a ready
check on all essential data
of securities at all times,
including the prompt receipt
of income?

(2) Kept by persons independent
of those having access to
the securities?

d. Are securities periodically
inspected and matched with the
record by internal auditors?

3. Is investible cash maximized by
payment of vendor invoices on the last
day of the discount period or the
allotted term?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date
Period Ended
Unit
Activity
Question Yes No Remarks
E. INVENTORIES.
1. Is a central storeroom or warehouse
maintained? 1Is access to it
restricted?

2. Are goods adequately safeguarded
against loss by theft and physical
deterioration?

3. Is survey and disposal of obsolete,
unusable, or deteriorated stock
approved by the NAFA Officer?

4. Does the warehouse notify the
accounting department of all receipts
by means of receiving reports?

5. Are issues/transfers made only against
signed requisitions or issue orders?

6. 1Is reasonable control maintained over
stationery and other supplies?

7. 1Is a physical inventory taken
periodically during the year?

8. Is merchandise on hand which is not
the property of the NAFA physically
segregated and under effective
accounting control?

9. Do procedures for physical inventory
counts provide for:

(a) Adequately written instructions?

(b) Adequate supervision?

(c) Clearly marking such items as
damaged and obsolete inventory,
scrap, consigned goods,
merchandise held for repairs,

etc.?

_lo_
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INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

All inventory sheets being
totaled, dated and signed by the
activity manager?

The rechecking of counts and
descriptions (dual counts)?

Giving proper recognition to
cut-offs of shipments, receipts
and in-transit items?

Careful investigation of

significant inventory overages
and shortages?

-11-
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date
Period Ended
Unit
Activity
Question Yes No Remarks
F. ACCOUNTS RECEIVABLE.
1. Are extensions, renewals and
write-offs authorized by a responsible
official?

2. Are statements of open items mailed
monthly by an employee who has no
access to cash and who is independent
of the accounts receivable and billing?

3. Does this employee retain control of
the statements until mailed?

4. Are differences reported by customers
routed to this same employee for

investigation?

5. Are accounts with credit balances
closely monitored?

6. Are the accounts aged periodically?
7. Are accounts which are written off:
(a) Adequately controlled?

(b) Periodically followed up for
collection?

8. Are credit memos for returned goods
and allowances:

(a) Prenumbered and accounted for?

(b) Supported by receiving and
shipping data for returned goods?

(c) Approved by a responsible
official?

9. Are direct confirmations of accounts
receivable obtained periodically by
internal auditors or other designated
employees?

_12_



Enclosure (14) to COMDTINST M7010.5, CH-9

CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

17 DEC 1981

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

G. PROPERTY AND EQUIPMENT.

1.

Are detailed property records of NAFA
assets maintained, either on the
property or in the NAFA records?

Is the capitalization policy (for the
differentiation between capital
additions and maintenance
expenditures) being followed?
(Enclosure 11).

Are fixed asset records balanced at
least annually with general ledger
control accounts?

Are annual inventories of NAFA
property taken?

Is prior authorization for capital
expenditures required per the NAFA
Manual? (Enclosure 11).

Is there an effective procedure to
insure that surveyed property is
removed from the records and that the
proceeds from salvage and sales are
accounted for?

Are all capital expenditures either
recorded as an asset, or charged to
the reserve for asset replacement?
(Enclosure 19).

-13-
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No Remark

H. ACCOUNTS PAYABLE.

1. Are all invoices received directly
from the mail opened by the persons
who process invoices for payment, and
is control over the invoices
established immediately upon receipt?

2. Are duplicate copies of invoices
clearly marked immediately upon
receipt so as to prevent duplicate
payment?

3. Does the processing of items for
payment include:

(a) Check of terms, prices and
quantities on invoices against
purchase orders?

(b) Check of items and quantities on
invoices against receiving
reports obtained directly from
the receiving department?

(c) Mathematical check of footings,
extensions and discounts?

(d) Check of account distribution?

(e) Check of freight bills against
purchase orders, invoices, etc.?

(f) Check of invoices which do not
involve materials or supplies
(e.g., fees, rentals, power and
light, etc.) for approval by
designated persons?

(g) A final approval for payment?
(h) An indication on the vouchers
that the above checks and

approvals were made?

_14_
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

17 DEC

Date

Period Ended

Unit

Activity

Question Yes No

Remarks

10.

11.

Is the accounts payable ledger
reconciled with the general ledger
control account?

Are statements from vendors regularly
compared with Account Payable Ledger?

Are adjustments of accounts payable
(including the writing off of debit
balances) required to be supported by
the approval of a designated official?

Are all available discounts taken?

Are returned purchases controlled in a
manner which ensures that the vendor
will be charged for them?

Are there appropriate expense controls
for goods and services, not
originating from PO's such as
utilities, telephones, etc.?

Are unmatched purchase orders and
receiving reports and unvouchered
vendor's invoices periodically
investigated?

Is an accounts payable trial balance
taken and balanced to the general
ledger control at least quarterly?
(Enclosure 17).

_15_
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No Remarks

I. SALES AND CASH RECEIPTS

1. 1Is the recording of cash sales
promptly taken under mechanical or
numerical control via cash registers
or prenumbered sales slips?

2. When cash registers are used:

a. Do they prepare tape-?

b. Are the totals of the tapes
reconciled with the cash
collected?

c. If the answer to a. is "no", is
the cash register cumulative
total reconciled daily with

receipts?

d. If tapes are rendered, are they
retained?

e. Are the register reset keys held
by the NAFA Officer?

3. If sales slips are used:
(a) Are they printed prenumbered?
(b) Are all numbers accounted for?

(c) Is the total of all the slips
reconciled with receipts?

4. Are cash receipts of all activities
collected daily?

5. Are all cash registers properly

reported and accounted for on a daily
basis?

_16_
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17 DEC
CHAPTER 2. INTERNAL CONTROL QUESTIONNATRE.
Accountant
Date
Period Ended
Unit
Activity
Question Yes No Remarks
6. Is there a reconciliation of daily
cash receipts to register tapes and
other supporting documents? (Enclosure

22) .

7. Are cash receipts deposited intact
daily? (Enclosure 22).

8. 1Is a separate register drawer/change
fund used for each employee? If not,
are the drawers counted or balanced
at the close of an employee's shift?

9. Are overages and shortages recorded
for each activity? If they are
significant, is a breakdown by
employee kept to identify repeat
offenders?

10. Are all checks endorsed for deposit
only to the credit of NAFA immediately
upon receipt?

11. Are the duties of the persons who
receive cash receipts independent of
the following duties:

(a) Posting to receivable ledgers or
have any access thereto?

(b) Assisting in balancing the
receivable trial balances with
the general ledger or in
preparing aging?

(c) Following up delinquent
receivables, approving write-offs
of receivables as uncollectible,
or maintaining control of
accounts written off?
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(14) to COMDTINST M7010.5, CH-9

CHAPTER 2. INTERNAL CONTROL QUESTIONNATRE.
Accountant
Date
Period Ended
Unit
Activity
Question Yes No Remarks
(d) Approving customers' discounts,
returns, or allowances?
(e) Preparing or recording the
billings?
(f) Keeping records of or reviewing
amounts to be received from
miscellaneous sources?
(g) Posting to the general ledger?
12. 1Is the office routine so arranged that

13.

14.

the cashier is denied access to the
accounts receivable ledgers and
monthly statements?

Mail receipts:

(a)

(d)

Does the mail routine prohibit
the delivery of unopened mail to
employees having access to the
accounting records?

Is a record of the money and
checks received prepared by the
person opening the mail?

If so, is this record given to
someone other than the cashier
for independent verification of
daily deposits.

Is this record compared with the
cash receipts book regularly?

Other receipts:

(a)

Are receipts recorded by cash
registers or other mechanical
devices?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date

Period Ended
Unit
Activity

Question Yes No Remarks

(b) If so, are the machine totals
checked independently by the
accounting department?

(c) Are sales books or receipt books
used?

(d) If so:

(1) Are the slips or receipts
prenumbered?

(2) Are the daily totals and
numerical sequence checked
independently by the
accounting department?

(3) Are unused slips safeguarded?

15. 1Is there an adequate safeguard against
misappropriation of cash through the
recording of fictitious discounts or
allowances by the cashier?

16. Is effective control provided over
miscellaneous receipts such as
interest, credits, etc., by matching
to internal and external documents?

17. Is the bank receipt of the deposit
forwarded to a person who does not
have access to cash receipts and who
compares it with cash receipts
recorded on the books?

18. Are all bank debit and credit memos
and deposit items returned as
uncollectible received directly and
controlled by a person who has no
access to cash receipts?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.
Accountant
Date
Period Ended
Unit
Activity

Question Yes No Remarks
19. 1Is the cashier responsible for the

20.

21.

cash receipts from the time they are
received until they are sent to the

bank?

Does someone other than the cashier or

accounts receivable
the deposits to the

Are proper physical
employed to protect
transactions?

bookkeeper take
bank?

safeguards
cash and cash
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date

Period Ended
Unit
Activity

Question Yes No Remarks

J. CASH DISBURSEMENTS.

1. Are all disbursements, except those
from an authorized petty cash fund,
made by check?

2. 1Is the practice of drawing checks to
"CASH" or "BEARER" prohibited?

3. Are supplies of blank checks kept
under control during the day and kept
locked up at night and during
non-working hours?

4. Do only persons authorized to prepare
or supervise the preparation of checks
have access to blank checks?

5. Are all voided checks properly
mutilated, retained and filed?

6. Are checks required to be
countersigned above a certain amount?

7. Is the signing of checks in advance
prohibited?

8. Are authorized signatures identified
in writing and limited to the NAFA
Officer or employees who have no
access to accounting records or to
cash?

9. 1If there is a "No" answer for the
preceding question, is the indicated
weakness minimized (1) by dual
signatures where both signers review
the supporting data or (2) by dual
signatures where one signer is
independent of the functions in the
preceding question and this signer
reviews the supporting data?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No Remarks

10.

11.

12.

13.

14.

15.

16.

Is a check protector used or are
checks typed?

Are all checks completely filled out
before they are signed?

Are vouchers or other supporting
documents presented together with the
checks submitted for signature?

Do the signers make adequate
investigation before signing checks?

If a check-signing machine is in use,
are the machine and signature plates
kept under effective control?

Are checks mailed out without allowing
them to return to the employee who
drew the checks or to the accounts
payable bookkeeper?

Are invoices and supporting evidence
properly voided or marked so as to
prevent reuse after submission for
payment?
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17 DEC

CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant
Date

Period Ended
Unit
Activity

Question Yes No Remarks

K. PURCHASING AND RECEIVING.

1.

Are the receiving and purchasing
functions entirely separated?

Are receiving reports prepared in a
required format?

Are purchase orders:

(a) Prenumbered, controlled and their
use reviewed?

(b) Required for all purchases
(except small items purchased
from petty cash)?

(c) Approved by authorized persons?

Is there an adequate record of open
purchase orders and commitments?

Is information clearly indicated on
purchase orders where partial
shipments and partial payments are
involved to avoid duplicate payment
upon completion of the order?

Are purchase prices approved by a
responsible official and are they
reasonable considering price
limitations, PAB's and VOX's?

Is the quantity and condition of goods
received determined at the time of
receipt by someone independent of the
purchasing department?

Is the accounting department notified

promptly of purchased goods returned
to the vendor?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No Remarks

10.

11.

12.

13.

14.

Are unmatched receiving reports
reviewed periodically and investigated
for proper recording?

Are vendors' invoices registered
immediately upon receipt?

Are invoices checked against purchase
orders and receiving reports (as to
quantity and condition)?

Do all incoming shipments pass through
a central receiving point?

Is a copy of the receiving report or
other permanent record of receipts
kept in the receiving department and a
copy furnished to the accounting
departments?

Are all incoming shipments inspected

for condition and counted, weighed or
measured?

_24_



Enclosure

CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

(14) to COMDTINST M7010.5, CH-9

Accountant

17 DEC 1981

Date

Period Ended
Unit

Activity

Question Y

es No

Remarks

L.

PAYROLL.

Are the persons who perform the
following functions independent of
each other:

(a) Approve hours worked.
(b) Prepare the payrolls.
(c) Distribute the pay.

(d) Maintain custody of unclaimed
wages.

Are employees paid by check?

Are payroll checks prenumbered and
accounted for?

Is the hiring of new employees
approved by an appointing official?

Is the starting and subsequent changes
in pay rates approved by the NAFA
officer?

Do all employees punch a time clock or
prepare time sheets?

Are there any indications that time
sheets are being prepared completely
near the end of a payroll period,
rather than on a day-to-day basis?

If an employee prepares his own time
sheet, is it checked and approved by
his supervisor?

Is there a separate personnel
department which maintains complete
personnel records including wage and
salary data?
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CHAPTER 2. INTERNAL CONTROL QUESTIONNAIRE.

Accountant

Date

Period Ended

Unit

Activity

Question Yes No Remarks

10.

11.

12.

13.

14.

15.

16.

17.

18.

Are the payroll register or paychecks
verified at regular intervals against
the personnel files to ensure validity
of all payroll checks?

Are all wage rates periodically
verified to approved position
descriptions, Form 50, and wage
schedules?

Is there an adequate check against
payments for vacation, etc., in excess
of amounts authorized?

Is the payroll double-checked as to
hours, rates, deductions, extensions
and footings?

Are signed authorizations on file for
all deductions being made from
employees wages?

Is the payroll bank account reconciled
monthly by employees having no other
connection with payroll work?

Does the reconciliation procedure
include the comparison of the paid
checks with the payroll and the
scrutiny of endorsements?

Are unclaimed wages relatively
insignificant?

Has the individual distributing pay

checks been authorized to do so in
writing?

_2 6_



Enclosure (14) to COMDTINST M7010.5, CH-9
17 DEC 1981

CHAPTER 3. INTERNAL AUDIT PROGRAM

A.

GENERAL.

Objectives. The objectives of any internal audit are to determine
whether:
a. Financial and other reports are accurate, reliable and fairly

present financial data;
b. The unit is maintaining effective internal controls;

c. The accounting system is operating efficiently and using
resources effectively;

d. Adequate security exists for the protection of cash,
inventories and other assets;

e. Accounting procedures adopted from the NAFA Manual (COMDTINST
M7010.5, Vol. VII) and other Coast Guard directives are
appropriate in the circumstances and are adhered to;

f. Sound management practices have been instituted and are being
followed.

Tailor the audit program. This audit program will constitute

the core of any internal audit. It contains more audit
procedures than are necessary for any one audit. The scope of
testwork is not specified, because the program must be "tailored"
by the auditors for each audit they perform - both as to
procedures and scope - based on the following:

a. Size of the NAFA.

b. Number of people in the accounting department and resulting
segregation of duties.

c. Results of external audit work.

d. Internal controls noted (they need to be tested again) in:

(1) Prior years work papers.

(2) Permanent file.

(3) Internal control gquestionnaire.
(4) Facilities tour.

e. Results of compliance tests.

f. Financial statement review and ratio analysis.
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3.

Do not perform unnecessary testwork; however, note the
rationale when omitting testwork or setting a low scope. This
can be noted directly on the audit program or in the workpapers.

Add additional audit procedures if needed. The notation
"Indicate any additional procedures:" has been placed at the
bottom of each section of the audit program for this purpose.

Timing. The majority of the audit work should be performed

after the close of the period being audited. Certain compliance
and other work could be performed prior to period end. Inventory
observation should be performed after the close of business on
the last day of the accounting period. Procedures used to
discover or evaluate internal controls should be performed as
soon as possible during the audit. These procedures include
those listed in paragraph two.

Small operations. When auditing a small NAF activity with

only one accounting employee, emphasis should be placed on
reviewing large numbers of high dollar transactions. Compliance
testwork to establish and verify accounting controls will not be
meaningful in reducing substantive testwork. The tasks indicated
with an asterisk are considered the minimum recommended audit
steps for a small NAFA.

Audit objectives.

a. Determine by a general review the audit areas requiring
special attention by first completing the Internal Control
Questionnaire, touring the facility, reviewing financial
statements and ratios. The auditor can then define
accounting system strengths and weaknesses and plan for the
addition, extension, or elimination of audit work as
necessary.

b. This section also provides a checklist of administrative
items to help complete the audit.

Internal control features. While completing procedures in
this section, the auditor must make notes of existing or missing
control features. Internal controls will be reviewed in the

Internal Control Questionnaire and should be observed during the
facilities tour. When controls are verified or disproved by
observation or testwork, the auditor must modify audit procedures
to determine the scope of compliance testwork.

Audit procedures.

a. At beginning of audit:
(1) A-1: Review correspondence files, prior period

workpapers and reports, audit program including
modifications for local conditions, and permanent file.
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A-2: Conduct initial briefing with unit Commanding
Officer/NAFA Officer to review scope and objectives of
the audit, records to be examined, and activities to be
audited. Discuss assistance needed and cover logistical
problems.

A-3: Note in writing the disposition of matters raised
in prior period's audit report.

A-4: Obtain answers to the "Questionnaire on Internal
Control"™ (ICQ) by inquiry and observation. Add/delete
or modify audit procedures based on observations. Note
that many of the control features in the ICQ will not be
applicable to small NAF activities. Where there are
less than three people in the accounting department,
appropriate segregation of duties will not be possible.
Completion of the questionnaire may not be necessary.

A-5: If later tests, observations and inquiries do not
support the initial answers to the questionnaire on
internal control and descriptions in the permanent file;
the questionnaire on internal control, permanent file
and audit program should be revised accordingly.

A-6: Tour the facilities. Obtain an organization chart
of the NAFA. Note physical control of assets, document
preparation and routing, merchandise receipt controls,
safeguards over inventory, etc. Adjust audit procedures
accordingly.

A-7: Review quarterly and monthly financial statements
and annual budgets for all activities noting and
comparing trends, ratios, and fluctuations in all
accounts. Investigate large discrepancies or
fluctuations, document conclusions. Adjust audit
procedures as necessary.

A-8: Prepare a time budget.

A-9: Consider reviewing workpapers prepared by the
external auditors.

A-10 through A-19: 1Indicate any additional procedures
to fit the situation at hand:
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b.

to COMDTINST M7010.5, CH-9

At end of audit.

(1)

A-20: Prepare a draft report. ©Note internal control
weaknesses and make cost effective recommendations for
improvement.

A-21: Update, index, and resequence permanent file.
A-22: Have an exit briefing with all concerned parties.
Verbally cover the results of the audit including
constructive recommendations. Document attendees.

A-23: At the conclusion, on a final pending matters
sheet, list all pending matters (i.e., confirmations not
received, unresolved exceptions, etc.) to be attended
to.

A-24: List any notes for the next audit.

A-25: 1Indicate any additional procedures.
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Date/Scope Initials

Explanation

B. FINANCIAL STATEMENT AND JOURNAL ENTRIES.

1. Audit objectives.

a. Ascertain that there is adequate
maintenance and support of the
General Ledger (G/L).

2. Internal control features.

a. Documentation for journal entries
and adjustments to the trial
balance.

b. Approval for entries to the G/L.

c. Accurate and timely posting from

source documents to G/L.

3. Audit procedures.

a.

B-1: Obtain copy of trial balance
as of closing date of year.

B-2: Prepare (or have prepared) a
working trial balance.

B-3: Trace all figures to general
ledger.

B-4: Ascertain that adjusting
journal entries at close of
preceding period were properly
recorded and that entries
requiring reversal were properly
made.

B-5: For periods not selected for
detailed checking, scan journal
entries (including monthly entries
from books of original entry) for
unusual items and investigate.

B-6: Scrutinize accounts opened
and closed during the period.
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Date/Scope Initial
Explanation

g. B-7: Select at least 5% of the
journal entries for a detailed

* examination. Review for
supporting documentation and
accurate posting to the General
Ledger.

h. B-8: For periods not selected for
detailed checking and for period

* following balance sheet date, scan
journal entries for unusual items
and investigate.

i. B-9: Review journal. Are all
nonstandard monthly journal
entries

* approved by someone other than the

person making journal entries?

j. B-10: Ascertain that "net profit
available for distribution” has
been

* distributed according to current
regulations.

k. B-11: Trace all ending trial
balance figures to properly
indexed workpaper.

1. B-12: Review journal entries
proposed as a result of the audit

* with NAFA Officer and head NAFA
bookkeeper.

m. B-13: Xerox copy of finalized
working trial balance and approved
journal entries and transmit to
NAFA Officer.

n. B-14: 1If General Ledger figures
do not go directly to financial
reports, indicate groupings in
"Report" column and agree to
report.

o. B-15: 1Indicate any additional
procedures.
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Initials

C. CASH FUNDS AND PETTY CASH.

1. Audit objectives.

a. Verify that cash balances as stated
in the Statement of Financial
Condition properly represent cash
and cash items on hand.

2. Internal control features.

a. Ascertain the propriety of 'cash on
* hand' balances.

3. Audit procedures.

a. Petty cash and small cash funds.

(1) C-1: Obtain or prepare a
schedule of petty cash funds
including register drawers.
Include the following for each
separate fund:

*

(a) Amount authorized (in
writing) .

(b) Responsible cashier.
(c) Location.
(d) Specific purpose.

(e) Actual amount as of date

of audit.
(2) C-2: Reconcile total amount of
all funds to working trial
balance.

(3) C-3: Review the reports
submitted by the custodian

(4) C-4: Make a surprise cash
count of all funds or randomly

* select several funds. Review
cash funds as follows:
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Date/Scope
Explanation

Initial:

In presence of responsible
cashier, count currency
and reconcile with general
ledger.

List the details (date,
name, description, and
amount) of wvouchers,
checks, collections, etc.

Ascertain that non-cash
items are properly
approved and that
supporting data are
adequate.

Obtain explanations of
differences and exceptions
from responsible cashier.

Have responsible cashier
sign count sheet to
acknowledge return of fund
intact.

Have a responsible
official (other than the
cashier) review for
irregular items the list
of vouchers, checks, etc.
included in the count.

Have bookkeeper deposit
checks included in the
count. Supervise the
mailing or delivery of
deposit to bank.

Ascertain whether any of
the checks are
subsequently dishonored,
and if so, investigate.
(If considered necessary,
have bookkeeper request
bank to notify the
auditors of dishonored
items for approximately
one week after deposit.)

Trace deposit to bank
statement.
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Initials

Explanation

(j) If counting a register
drawer, prove the sales
balance from the prior and
current register readings
and/or submitted reports.

C-5: 1If surprise cash counts
are not performed or if deemed
necessary, select several petty
cash reimbursement vouchers and
perform the following:

(a) Examine petty cash
disbursement vouchers for
approval, type of
disbursement, signature of
payee, and completeness of
explanation, including
dates when appropriate.

(b) Review the accounting
distribution of petty cash
disbursements.

(c) Observe if receipts are
authorized and approved by
anyone other than the
responsible cashier.

(d) Are disbursement vouchers
and attachments cancelled
immediately following the
signing of the reimbursing
check so that they cannot
be used again?

C-6: 1Is petty cash kept locked
and under proper security
conditions?

C-7: Are monthly physical
counts of petty cash funds made
by the NAFA Officer or his
designee and are shortages
promptly investigated?

C-8: Do custodians have access
to other funds?
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Date/Scope

Explanation

Points for observation.

Is the cash register
placed in a position that
permits the patron to see
the ring-up?

Are the cash register and
operator in their optimum
locations?

Note if the cash register
is on the NAFA fixed asset
records.

Find the names of
personnel who have the
"means" for taking the
register readings. Note
anything unusual.

Does the cash register
meet the needs in terms of
keys to provide sales
analysis, in terms of cash
drawers to make rapid
change of shift and in
terms of capacity for
ring-up?

Observe the safe/safes:

| =

Who has the
combination?

1N

If it weights less
than 750 pounds and
holds $1,000 or more,
it is secured to the
floor or wall?

Examine the contents
of every compartment
within the safe.

Note anything unusual.

|
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Explanation

|

Determine when
changes were made in
safe combinations and
make note of the last
time the combination
was changed.

(g) Does the cashier or
location supervisor count
the change funds daily in
the presence of the
salesperson?

C-10: Indicate any
additional procedures.

b. Large Cash Funds.

(1)

C-20: Prepare a "Summary of
Cash Funds" with columns as
follows:

(a) Location.

(b) Custodian.

(c) Assigned amount.

(d) Counted amount.

(e) Over/short.

(f) Comments.

C-21: Determine the dates,
within the last year, when the

NAFA Officer conducted
unscheduled verification of

change funds. 1Inquire as to
frequency of these unscheduled
verifications. Select the cash

funds you plan to audit.

C-22: Make surprise counts of
all large funds held in
activity offices before
commencement of working day,
where possible.
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Date/Scope

Explanation

C-23: Before entering the
cashier's office, establish the
amount of permanent funds and
temporary funds by reference to
general ledger.

C-24: 1In an interview with the
activity manager:

(a) Establish an amount of
money that should be
counted out first and then
released to the cashier in
order that he or she may
maintain a minimum of
critical activity during
the period that the actual
cash count is being made.

(b) Arrange to have at least
two people in the
cashier's office in the
event that a continuance
of cashier activity is
necessary.

(c) Obtain a list of all cash
registers, change funds,
sub-authorizations, and
receipts and determine how
the auditor will be able
to get meter readings when
necessary for test counts
of selected areas.

C-25: After entering the
cashier's office. Explain to
the custodian that you will
count out a "working fund"
which will permit continuation
of critical activities during
the count. Count the
predetermined amount. Have
cashier recount to verify
amount. Obtain a receipt from
the cashier for this temporary
working fund.
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Date/Scope Initials
Explanation

C-26: Make inquiry of the
custodian as to the nature of
monies and the extent of
commingling.

C-27: Proceed to make the
counts in the presence of the
custodian and get release
signatures for return of funds
intact.

C-28: Compile the several
counts and balance the counts
in total with amounts.

C-29: Control undeposited
receipts and see that they are
deposited. Ascertain whether
any of the checks were
dishonored and if so,
investigate.

C-30: Points of observation.
(a) Observe the safe/safes:

1. Who has the
combination?

N

Examine the contents
of every compartment
within the
safe/safes; note
unusual items.

Inquire as to the
changes made in safe
combinations and make
note of the last time
the combination was
changed.

(e8]

(b) Observe the security of
the area:
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e8]

| >

|on

(12) C-31:

Date/Scope
Explanation

Initials

Ask about the names
of the persons who
have access to the
main cashier's
office. Note
anything unusual.

Observe the existence
and adequacy of
burglar alarm system
and its application
to all doors,
windows, etc. Note
any differences.

Who has the keys to
the area and can it
be opened by only one
person?

Is door to cashier
cage self-closing and
self-locking?

Discuss the handling
of each deposit.

Note any control
deficiencies.

Indicate any
additional procedures.

Indicate any additional

procedures.
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D. BANK ACCOUNTS.

1. Audit objectives.

a.

See that proper cut-offs have been
achieved for receipts and
disbursements.

Ascertain that reconciling items
between bank and book balances are
proper.

Verify the propriety of cash
balances recorded on the financial
statement.

2. Internal control features.

a.

Bank reconciliations are being
prepared by someone without other
receipts or disbursements functions
and being reviewed by a management
individual.

Examination of cancelled checks for
alterations and unusual endorsements.

Review and write-off of checks
outstanding for more than six months.

3. Audit procedures.

a.

Cash in bank.

(1) D-1: Obtain (or prepare) a
copy of the reconciliation for
each checking account and agree
balances to working trial
balances. Obtain a listing of
savings account balances by
institution and tie to the
trial balance. Trace deposits
in transit and outstanding
checks to supporting records
and ascertain proper cut-off.
Investigate any unusual
reconciling items.
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Date/Scope
Explanation

Initials

D-2: Obtain list of authorized
signatures as per bank records
from each bank in which an
account is carried.

D-3: If considered necessary,
obtain bank cut-off statements,
including cancelled checks up
to a cut-off date,
approximately two weeks after
the audit date.

D-4: Upon receipt of bank
statement and cancelled checks
as of cut-off date:

(a) Trace bank balance
included on bank
reconciliation to
beginning balance shown on
cut-off bank statement.

(b) Trace deposits in transit
shown on bank
reconciliation to cut-off
bank statement. Note that
the time lag is reasonable.

(c) Reconcile total credits
per bank statement with
total receipts per cash
receipts book for cut-off
period.

(d) Compare dates and amounts
of daily deposits as shown
on the cut-off bank
statement with the cash
receipts book.

(e) Compare cancelled checks
and debit memos returned
with cut-off statement to
entries in cash
disbursement book as to
number, date, payee, and
amount. Scrutinize
cancelled checks for
authorized signatures,
irregular endorsements,
and alterations.
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(f) Sort out cancelled checks
received with cut-off bank
statement that were
recorded in the cash
disbursements book prior
to date of the bank
reconciliation; ascertain
that they are listed as
outstanding.

(9) For cancelled checks and
debit/credit memos which
were received with cut-off
bank statement and
represent transfers
between bank accounts,
ascertain that both sides
of these transactions have
been properly recorded on
the books as of the end of
the accounting period.

(h) Ascertain that outstanding
checks which are material
in amount and did not
clear the bank within a
reasonable period are
proper.

(i) Ascertain that reconciling
items other than
outstanding checks and
deposits in transit are
proper.

D-5: 1If the bank statement has
already been received for the
period immediately following
the audit date, obtain such
statements and cancelled checks
and proceed as follows:

(a) Scrutinize bank statements
for erasures and prove
mathematical accuracy of
statements (ending balance
equals opening balance
plus deposits less
withdrawals) .
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(b) Run adding machine tape of
cancelled checks and debit
memos and ascertain that
total equals total
withdrawals per bank
statements.

(c) Examine the perforation or
paid date of each check to
ascertain that the check
was paid by the bank
during the period covered
by the bank statements.

(d) Request banks to confirm
deposits during first five
days following balance
sheet date.

D-6: Compare receipts per cash
book with credits per bank
statements for last five days
of period under review and
first five days of cut-off
period.

D-7: Review all stale
outstanding checks with
bookkeeper (checks over six
months old). Suggest voiding
checks (at least ones over one
year old).

D-8: Prepare "Proof of Cash"
for a test period. Base the
length of the test period on
internal control questionnaire
answers and other factors such
as separation of duties for
cash receipts, cash
disbursements, reconciliation
of bank accounts, etc. Review
reconciling items closely. Are
all cash transactions going
through general ledger and bank?

D-9: Determine on a test basis

if cash receipts were deposited
on a timely basis.
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D-10: Determine if all checks
are accounted for and if voided
checks are marked "VOID" and
retained.

D-11: Request confirmation as
of the audit date from all
depositaries with whom the NAFA
did any business during the
period under review.

D-12: Upon receipt of
confirmations from banks or
savings and loans:

(a) Check balances confirmed
to reconciliations.

(b) Ascertain that all other
matters confirmed (notes
payable, assets pledged,
etc.) are reflected in the
records. Ascertain that
all bank confirmations
requested have been
received.

D-13: For a selected date
prior to audit date, ascertain
that bank reconciliations are
prepared on a timely basis for
all bank accounts and that
reconciliations agree with the
general ledger.

D-14: Tabulate transfers
between bank accounts for five
days before and five days after
close of period under review,
and ascertain that both sides
of these transactions have been
properly recorded on the books.

D-15: Review interest earned
and interest accruals by:

(a) Tracing earnings to
statements, postings in
passbook, or recomputing
for reasonableness.
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(b) Are current period
accruals reasonable?

D-16: Review general
procedures for cash management
at the NAFA to see that
investment earnings are
maximized. Consider:

(a) Taking of cash discounts;

(b) Mailing vendor payments on
the last day due;

(c) Keeping checking account
balances low (unless using
Centralized Cash
Management) .

(d) Rolling CD's and other
investments over promptly.

D-17: 1Indicate any additional
procedures.
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E. INVESTMENTS.

1. Audit objectives.

a. Verify existence and ownership of
securities.

b. Determine that interest income has
been properly recognized.

2. Internal control features.

a. Securities show the NAFA as owner.

b. Transactions are made directly, or
authorized by the NAFA Officer.

c. Securities purchased are either

direct obligations of the U.S.
Government, or are insured by a
federal agency.

3. Audit procedures.

E-1: Prepare a schedule of
securities owned as of the balance
sheet date. Reconcile to the G/L,
tie to the T/B.

E-2: Examine securities on hand as
close to the audit date as possible.

E-3: Request confirmation from
holders of securities not on hand
(or inspect such securities if
considered necessary) .

E-4: Check replies to request for
confirmation.

E-5: Obtain and list certificates
of deposit and other investments.

(1) Who has custody of certificates
of deposit?

(2) Are these documents properly
safeguarded?
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(3) 1Is authority to purchase or
sell vested in more than one
individual?
f. E-6: Compute the accrued interest
receivable to the end of the
accounting period. (annual audit
only)
g. E-7: Reconcile interest income for
the audit period, compute for
reasonableness.

h. E-8: 1Indicate any additional
procedures.
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TAKING OF INVENTORY.

1. Audit objectives.

a.

The items properly represent
merchandise, materials and supplies
on hand, in transit, in storage or
on consignment that belong to the
NAFA.

The items are valued at cost or sell
price, if lower.

The inventory listings are
accurately compiled, extended,
footed and summarized. The totals
are properly reflected in the
accounts.

Excess, slow-moving, obsolete, and
defective items are reduced to net
realizable values.

Assure proper cut-off of purchases
and sales.

2. Internal control features.

a.

That written inventory plans are
distributed in advance and provide
for:

(1) Detailed instructions for each
task.

(2) Adequate supervision.
(3) Test counts.

(4) Segregation of goods to
facilitate counts.

(5) Proper identification of goods.

(6) Identification of slow moving
or obsolete merchandise.

_49_

CH-9

1981



Enclosure

(14) to COMDTINST M7010.5, CH-9
17 DEC 1981

Initials

Date/Scope
Explanation
(7) Control of merchandise movement
during inventory.
(8) Control of inventory sheets and
tags.
(9) Proper cut-off procedures.

Inventory summarization and pricing
is double checked.

Perpetual inventory records are
reviewed to verify count.

3. Audit procedures.

a.

F-1: Determine locations and
estimated value of inventory.

Obtain copy of inventory
instructions and timetable to
determine adequacy thereof.

Schedule work accordingly. Pay
particular attention to areas with a
history of shortages. Ascertain
that procedures are consistent with
the NAFA Manual, Enclosure (47).

F-2: Observe inventory and review
as follows:

(1) Tour the premises with the
person responsible for the
inventory taking.

(2) Ascertain that inventory
instructions are being
followed. Review the count
sheets and/or tags to be sure
that counts, descriptions, last
operations completed, unit of
measure, etc., are correctly
recorded.

(3) Determine that quality and
condition of inventory has been
properly recorded on count
sheets.

(4) Make test counts and record a

representative number in the
work papers for later tie-in.
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Record several receiving
transactions before and after
inventory cut-off for future
use in testing inventory
cut-off.

See that any obsolete or
damaged merchandise is
recognized and identified for
proper evaluation later.

Ascertain whether any consigned
goods are on hand and, if so,
make test counts for later
disposition.

Where perpetual records are
readily available (normally
maintained on firearms and high
cost items), compare test
counts made and descriptions
noted with perpetual records
and investigate differences.
Note amount and value of
adjustments.

Inspect receiving and shipping
areas to determine whether
items located there have been
properly counted.

Near the conclusion of the
inventory, tour the area to
determine that all items have
been counted (and tagged) and
are listed on count sheets.

Ascertain that all count tags
or sheets have been properly
controlled. Account for all
unused or voided count tags or
sheets on a test basis.

Discuss with operating
personnel and note any
significant property and
equipment additions or
retirements during the period.
Observe major additions. If
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selling or receiving is not

(Continued) halted during inventory taking,

ascertain that proper control
is maintained over stock
movements.

F-3: Write an over all inventory
observation memo to summarize work
done and any areas needing follow-up
at a later date.

F-4: Trace test counts to final
inventory listings and reconcile any
difference noted.

F-5: Test-check extensions and
footings on all inventory sheets.

F-6: Scan inventory compilation
sheets for possible misplaced
decimal points and items in
erroneous inventory classifications.

F-7: Review specific prices for
reasonableness including price for
the unit of quantity common for that
item.

F-8: Trace totals of inventory
compilation sheets to summaries and
foot inventory summary sheets.

F-9: Compare totals of final
summaries with those recorded in the
general ledger trial balances.

F-10: Price-test a representative
number of items (approximately 10%)
by reference to vendors invoices.
Note that freight has been included
in the cost price and discounts have
not.

F-11: Test the reasonableness of
inventory on hand at year-end by
comparing current period gross
profit to prior periods. Determine
reasonableness of cost of sales by
reference to prior years' cost of
goods sold percentages and those of
other similar activities.
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F-12: Compute inventory turnover.
F-13: Determine that slow-moving,

obsolete and damaged items have been
priced at amounts not greater than
net realizable value.

F-14: Discuss possibility of
overstock, damaged or obsolete stock
with appropriate operating
personnel. Relate any items noted
during the physical observation to
this discussion.

F-15: 1Indicate any additional
procedures.
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G. INVENTORIES.

1. Audit objectives.

a. Determine that inventory quantities
and valuation are accurate.

b. Determine that the physical security
of inventory is adequate.

2. Internal control features.

a. Existence and maintenance of a
perpetual inventory system for high
cost items.

b. Responsibility for inventory and
shrinkage control has been fixed to
an appropriate individual.

c. Transfer and purchase order forms
are prenumbered and controlled.

d. Periodic physical counts are made
though perhaps for only one
department within an activity.

e. Periodic reviews are made for slow
moving items.

f. Inventory pricing and extensions are

double checked.

3. Audit procedures.

a.

If physical inventory has not been
observed, perform the following:

(1) G-1: Obtain the last physical
inventory sheets, and the
inventory instructions and
review for compliance with
Enclosure (47) to the NAFA
Manual.

(2) G-2: Trace selected items from
the physical inventory sheets
to the purchase order file for
price.
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G-3: Test computation of
extensions.

G-4: Test footings of detailed
sheets and summaries.

G-5: Trace totals to summaries.

G-6: Test perpetual inventory
records as follows:

(a) Test entries on perpetual
records to and from
physical count records.
Also check the perpetual
records against current
inventory quantities.

(b) Test arithmetical accuracy
of perpetual records.

(c) Scrutinize perpetual
records for slow-moving
and obsolete items.

G-7: Ascertain that
slow-moving, obsolete, or
damaged inventory has been
appropriately valued at net
realizable value.

Perform the following procedures
whether or not the physical
inventory was observed:

(1)

G-8: If the final inventory
listing is as of a date other
than the balance sheet date,
prepare analysis of the general
ledger control accounts for the
intervening period and check
entries to supporting records.

G-9: Ascertain propriety of
purchase cut-off:
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Date/Scope

Explanation

Request principal
suppliers to furnish as
with a statement of unpaid
invoices and material on
consignment - as of
inventory date (or to
confirm balances payable).

Check replies from
suppliers to accounts
payable and consignment
records, and investigate
differences.

Check receiving cut-off
details to accounts
payable.

For selected periods
before and after inventory
date, check purchase
invoices to and from
receiving records, and
debit memos for purchase
returns to shipping
records.

If inventory-in-transit
items are noted in
accounts payable as of
inventory date, ascertain
that the items have been
added to the physical
inventory.

Test inventory-in-transit
items included in the
physical inventory to
purchase invoices,
receiving reports, and
accounts payable.

Review unmatched receiving
reports and unvouchered

purchase invoices.

Ascertain propriety of

sales cut-off:
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Trace daily cash receipt
recaps to the sales and
cash receipts journal for
two to four days prior to
and after the end of the
accounting period. Note
proper cut-off.

Perform an analytical

review as follows:

(a)

G-12:

Compute inventory turnover
and gross profit
percentage, compare with
prior periods and explain
significant changes.

If the final inventory
listing is as of a date
other than the balance
sheet date, compute gross
profit percentages from
date of final inventory to
balance sheet date,
compare with percentage
for period preceding final
inventory date, and
explain significant
changes.

Investigate entries of an
unusual nature made to
book inventories during
the period of examination.

Indicate any additional

procedures.
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H. ACCOUNTS RECEIVABLE.

1. Audit objectives.

a. To ascertain the propriety and
collectibility of accounts
receivable balances.

2. Internal control features.

a. Periodic reconciliation of
subsidiary ledgers with general
ledger accounts.

b. Periodic aging of accounts
receivable.

c. Effective collection procedures.

3. Audit procedures.

a.

H-1: Obtain aged listing of
balances by individual account.

Foot the listing and trace the total
to the working trial balance.

H-2: Request confirmation from
debtors by positive and/or negative
requests. Positive confirmations
are suggested for all large

amounts. The accounts selected will
depend upon the following factors:

(1) Adequacy of internal control.

(2) Significance of receivables to
the balance sheet.

(3) Size, nature, and number of
accounts involved.

H-3: It is important that the
auditor maintain proper control over
the confirmation requests from the
time that the selection has been
made up to and including deposit of
the letters into a mail depository.
A record must be made of accounts
selected.
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H-4: Send second requests for
confirmation where replies to
positive requests are not received.

H-5: Reconcile all confirmation
replies returned.

H-6: 1Investigate requests returned
undelivered and replies with
differences.

H-7: Perform alternative auditing
procedures on all nonreplies to
positive confirmation requests
including undeliverable requests.
Alternative procedures should
include the following:

(1) Tracing of subsequent
collections to the cash
receipts records and to
customer's remittance advices
and other related records.

(2) Tracing of items not
subsequently collected to
invoice copies, evidence of
customer purchase, and to other
proof of performance.

H-8: Summarize the results of
confirmation requests. Include a
brief explanation of the factors
that determined the selection of
accounts to be confirmed, as well as
a brief analysis of the relation of
the replies to the total requests
made and the total receivables.

H-9: Review aging policy and test
aging of balances.

H-10: Discuss collectibility of
receivables with responsible
official(s), and review applicable
correspondence.

H-11: 1Investigate reason for all
credit balances shown in detail
listing of accounts receivable and
reclassify as a liability, if
significant.
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Check propriety of material

transactions in selected accounts
for a period of approximately two
weeks including balance sheet date.

H-13:

scan

For period of examination and
period following balances sheet date,

general ledger control for

material charge-offs and unusual
transactions and investigate.

H-14:

Accounts receivable from (or

investment in) Satellites:

(1)

H-15:

Obtain a listing of end of
period accounts receivable
(investment) balances by
Satellite. Check the balances
and trace to the working trial
balance.

Obtain a copy of each
Satellite's "Status of
Satellite Exchange" report for
the last month of the period.

Foot the report.

Note reasonableness of
inventory and cash balances.
Review current audit reports on
Satellites.

Consider visiting Satellites to
verify cash and inventory

amounts on hand.

Accounts receivable - Non

Sufficient Fund (NSF) checks.

(1)

Obtain a listing of returned
checks.

Verify the balance and trace
the balance to the working
trial balance.

Discuss and evaluate the
collection and accounting
procedures with a responsible
official.
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Prepare an aged analysis of
this account.

Test check the correspondence
and payment files to determine
debtor acknowledgement of
intent to pay. Determine
whether prescribed procedures
are being followed. See
Enclosure (40) to the NAFA
Manual.

Review write-off file to see if
employees of NAFA and other
unit operations are included.

Determine what continuing
efforts are made after the
account is written off.

Discuss the collectibility of
the receivables with a
responsible official. Propose
an adjustment, if considered
necessary.

Accounts receivable -

layaways.

(1)

Obtain listing of layaway
receivables outstanding as of
end of the period. Foot
listing and trace to working
trial balance.

Select at random approximately
20% of the layaway accounts and

determine the following:

(a) Is the layaway item still
in NAFA control?

(b) Is an account card in file
for every layaway item?

(c) Are payments current?

(d) Are payoff terms being met?

(e) Are layaways returned to
stock according to

procedures?
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(f) Are balances correct?
(3) Review the layaway policies and
determine whether they are

being adhered to.

g. H-17: Ascertain that layaway forms
are prenumbered and controlled.

r. H-18: 1Indicate any additional
procedures.
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Explanation

I. PREPAID EXPENSES AND OTHER ASSETS.

1. Audit objectives.

a.

Balances represent proper charges
against future operations and will
be realized through future
operations.

The additions are proper charges to
these accounts, and represent actual
cost.

Amortization or writeoffs are
reasonable under the circumstances
and are computed on an acceptable
basis consistent with prior periods.

2. Internal control features. 1In addition

to those for purchasing, to review
account amortization periodically for
accuracy and propriety of balances.

3. Audit procedures.

a.

I-1: Obtain schedules detailing
prepaid expense accounts by type.
Foot and trace to working trial
balance.

I-2: Review reasonableness of each
account separately by:

(1) Comparison with previous month
and any year end balances.

(2) Review and evaluate supporting
documentation of account
balance.

(3) Ascertain that amortization
rates used during period appear
to be reasonable in the
circumstances, and determine
effect of changes in rates.

I-3: Indicate any additional
procedures.
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J. FIXED ASSETS.

1. Audit objectives.

a.

The basis upon which the property
accounts are stated is proper and
has been consistently followed with
respect to major categories of
property which remain in service.

The additions during the period
under audit are proper capital
charges and represent actual
physical property installed or
constructed; and whether material
items which should have been
capitalized have been mistakenly
charged to maintenance or other
expense accounts.

Provision for asset replacement
charges are made in accordance with
requirements.

2. Internal control features.

a.

Existence and maintenance of a fixed
asset schedule.

Use of tags or identification
numbers on NAFA assets.

Periodic examination of assets to
verify the accuracy of the fixed
asset schedule.

Existence of a policy for
distinguishing capital and expense
transactions.

3. Audit procedures.

a.

J-1: Obtain and test or prepare a
schedule of fixed assets and
accumulated depreciation (if
applicable) for the period. The
summary should show additions, sales
and retirements. Reconcile balances
with general ledger and detailed
fixed asset records. Tie to trial
balance.
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J-2: Vouch additions to underlying
purchase invoices, authorization,
etc.

J-3: Examine supporting documents
for surveys. See that they were
properly authorized, gain or loss
was recognized if appropriate, and
that the amounts removed from the
asset and depreciation accounts (if
applicable) are accurate.

J-4: Test the provision for
depreciation (if applicable) for
period under review and reconcile to
related expense accounts. Determine
that rates are reasonable and method
is consistent with the prior period.

J-5: Ascertain whether or not spot
checks, within the accounting
period, have been made by the NAFA
Officer to assure that property is
being properly safeguarded, used,
and kept in good repair.

J-6: Ascertain whether
discrepancies between the property
records and physical inventories
were investigated and adjustments
approved.

J-7: Prepare a random sample
listing of property from the
property records and check by actual
observation to ensure that property
is properly tagged and that the
records indicate proper location of
the items for control and inventory
convenience.

J-8: Note that property records
include the date of purchase, cost,
location, and description of the
property (including manufacturer's
serial number) .

J-9: Review major repair and
maintenance expenses during the
period. Examine supporting
documents to ascertain whether such
charges should properly be
capitalized.
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j. J-10: Review policy for transfers
of equipment purchased by
appropriated funds to NAFA
accounting records. Examine related
accounts to ascertain whether the
stated policy is being consistently
followed.

k. J-11: Indicate any additional
procedures.
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K. ACCOUNTS PAYABLE.

1. Audit objectives.

a. The liability is recorded for all
merchandise received prior to the
audit date.

b. The offsetting charge to the
accounts payable entry has been made
to the proper activity and
department (if applicable).

2. Internal control features.

a. Same features as purchasing.

b. Adequate record of receipts under
open purchase orders.

c. Use and control of prenumbered
receiving reports.

d. Verification of invoice to purchase
order and receiving report prior to
approval for payment.

e. Effective cancellation of paid
invoices.

f. Periodic reconciliation of

subsidiary ledger with general
ledger.

3. Audit procedures.

K-1: Obtain audit listing of
accounts payable as of audit date;
foot and reconcile total to the
general ledger control. Test
listing to supporting records.

K-2: Confirm, on test or other
basis, with vendors with whom the
client has done business.

K-3: Reconcile confirmations to
listing. Account for differences
and trace to supporting records and
documents.
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d. K-4: 1If accounts payable
confirmation was performed as of a
preliminary date:

(1) Reconcile control accounts from
date of confirmation to audit
date.

(2) Review major reconciling items

on a test basis.

(3) Trace accounts payable listing
as of balance sheet date to
supporting documents.

e. K-5: Perform alternative procedures
on confirmation non-respondents and
a portion of those accounts not
confirmed. Examine the voucher for
the next payment to the vendor. See
that the amount accrued as a payable
was proper, and that purchases were
charged to the proper activity and
department.

f. K-6: Review invoices received for
the first five days after the
preparation of financial statements
to determine if they show any
indication of receipt or acceptance
prior to the statement preparation
and if they should have been
included as liabilities. Review,
vouch large disbursements on a test
basis for an additional twenty days.

g. K-7: Review file of unmatched
receiving reports for possible
unrecorded liabilities.

h. K-8: Determine the reasons for not
settling old accounts (60 days old

* or over).

i. K-9: Investigate large, irregular,

* or disputed items.

j. K-10: Review several paid invoices
to determine if they are fully

* supported and stamped or marked paid

to prevent duplicate payments.
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K-11: Determine if the government
is being paid for the cost of
utilities consumed.

K-12: Note debit balances and
investigate their nature and
collectability. Consider
confirmation and reclassification.

K-13: Indicate any additional
procedures.
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Initial

L. OTHER LIABILITIES.

1. Audit objectives.

a. All significant liabilities existing
as of the audit date are reflected
in the statement at the proper
amounts.

b. Liabilities are properly described
and classified.

c. All borrowings have been authorized
and made in compliance with
established procedures.

2. Internal control features.

a. Same features as disbursements.

b. Periodic review of liability
balances to determine propriety.

c. All borrowing is authorized by the
Commanding Officer.

d. Adequate detailed records are

maintained to support the general
ledger.

3. Audit procedures.

a.

L-1: Obtain or prepare analysis of
notes payable and other debt for the
year and perform the following
procedures:

(1) Determine that all terms and
other details are included.

(2) Reconcile analysis to general
ledger (balance sheet and
related income statement
accounts) and supporting
records.

(3) Test computation of accrued
and/or prepaid interest.

(4) Verify interest paid.
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(5) Examine related transactions
during the year.

(6) Vouch charges during the period.

L-2: Confirm as of balance sheet
date with all lenders and banks with
whom the NAFA has done business
during the year. Reconcile
confirmations with analysis obtained
in step L-1, above.

L-3: Determine whether or not NAFA
has complied with provisions of its
loan agreements. If not, ascertain
if waivers of such noncompliance
were obtained.

L-4: If considered necessary,
request confirmation of notes paid
off during period.

L-5: Obtain and check (or prepare)
schedules of (1) amounts withheld
from employees, (2) accrued wages,

vacation pay, etc., and (3) other
accrued liabilities and reconcile
with general ledger.

L-6: Ascertain propriety of amounts
by such means as reviewing
calculations and methods of
determining accruals, referring to
supporting documents, related
expense accounts, etc., and
comparing with payments subsequent
to balance sheet date where
applicable.

L-7: Compare amounts at end of
period with those at end of previous
period and account for significant
differences.

L-8: Ascertain that the balance of
remittances payable is both current
and accurate.

L-9: 1Indicate any additional
procedures.
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Initial

M. SALES AND CASH RECEIPTS.

1. Audit objectives.

a. Proper sales cut-off.

b. Proper recording and application of
cash receipts.

c. Existing internal controls over
sales and cash receipts operating
effectively.

2. Internal control features.

a. Required approval of activity
manager or NAFA Officer for
significant items, such as large
markdowns.

b. Periodic reconciliation of
subsidiary ledgers, such as layaways
to control accounts.

c. Daily deposit of cash receipts.

d. Daily review or audit of cash

receipts documentation supporting
the daily deposit.

3. Audit procedures.

a.

M-1: Randomly select a sample of
daily cash reports covering reports
from each location and dates spread
throughout the period and perform
the following:

(1) Foot report.

(2) Does it cover only one day
(some minor operations may be
justified in not remitting
daily reports; i.e.,
Satellites)?

(3) Vouch all entries on the report
to supporting documentation,
such as register tapes,
receipted deposit slips,
credit/refund vouchers, etc.
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Trace daily report to monthly
cash receipts journal and to
subsidiary ledgers, as
applicable.

Trace deposit to monthly bank
statement, note promptness of

deposit.

Randomly select two to four

months during the period and perform
the following tests:

(1)

M-3:

Foot and cross-foot cash
receipts journal.

Check postings from cash
receipts journal to general
ledger and to other subsidiary
ledgers (e.g. accounts
receivable) .

Review reasonableness of
distribution.

Reconcile total credits per
bank statement with total
receipts per cash accounts and
general ledger.

Make note of unusual cash
receipts such as sale of
equipment, repayments of
advances, re-deposits of large
returned checks, etc.

If initial controls are
established over daily cash
receipts, compare entries in
such records with entries in
cash receipts book.

Prepare a schedule of

exceptions noted during above test
and review for:

(1)

(2)

Effect on financial statements.

Effect on internal control.
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d. M-4: For period(s) selected for
detailed checking, vouch entries in
general ledger cash accounts from
sources other than cash receipts
book and cash disbursements book.

e. M-5: Obtain mark-up schedules from
exchange manager. Pick, on a random
basis, invoice cover sheets and test
mark-up by item.

f. M-6: Investigate and evaluate
procedures in use for controlling
refunds and overrings. If
necessary, prepare a summary of
refunds and overrings to determine
if any unfavorable trend or pattern
exists.

g. M-7: 1Investigate and evaluate
procedures in use for controlling
cash overages and cash shortages
resulting from cash register
readings. If necessary, prepare a
summary of cash overages and
shortages to determine if any
unfavorable trend or pattern exists.

h. M-8: Evaluate controls for returned
checks:

(1) Write a brief outline of
procedure in effect or obtain
copy of station order.

(2) Test the debits and credits
from the office daily report,
for returned checks and
redeposits, to the sales and
cash receipts journal.

i. M-9: Prepare summary of monthly
sales in comparative form with
preceding year.

j. M-10: Obtain explanation of
material fluctuations in sales.

Verify explanations as appropriate.

k. M-11: Indicate any additional
procedures.
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N. CASH DISBURSEMENTS.

1. Audit objectives.

a. Purchased goods have been received
and are for NAFA purposes.

b. Proper distribution of costs to
asset, expense, and other accounts

has been made.

c. All liabilities for goods received
have been recorded.

d. Costs and expenses have not been
misstated by processing errors.

e. Cash disbursements are valid and
have been properly recorded.

2. Internal control features.

a. All goods received are for NAFA
purposes.

(1) Use and control of prenumbered,
approved purchase orders.

(2) Independent review of prices
paid.

(3) Adequate record of open
purchase orders.

(4) Use and control of prenumbered
receiving report.

(5) Physical verification of goods
received.

(6) Written receiving copy of
purchase order or receiving
report required before invoice
processed.

b. Proper distribution of costs; all
liabilities recorded.

(1) Check of prices and quantities
received.
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(a) Check of mathematical
accuracy.

(b) Verification of account
distribution.

(c) Approval for payment.

(d) Effective cancellation of
paid invoices.

Periodic reconciliation of
unpaid liabilities with general
ledger balance.

disbursements valid.

Use and control of prenumbered
checks.

Properly approved voucher
required for disbursement.

Check signing machine
adequately controlled.

Dual signature required on
checks when practical.

Check signers independent of
purchasing or payables
function, and required to
review supporting documents
before signing.

3. Audit procedures.

a.

N-1:

Obtain numerical file or log

of purchase orders for the audit
period, and make selective tests of
price and terms to PAB or VOX
Bulletins (if applicable).
Investigate purchases from non-PAB
or VOX vendors to determine if
prices are excessive to like
products available through PAB or
VOX vendors. Note that the NAFA may
be unable to meet the minimum order
quantities under the PAB or VOX.
Keep eyes open for defects, etc.,
which would result in a charge back.
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(1) Test the accuracy of the
purchase orders by tracing
receipts and issues to the
purchase order.

(2) Determine and test the
procedures followed in
ordering, receiving, and
recording direct deliveries, if
applicable.

(3) Examine all return purchases
made over the review period,
commenting on the reason for
the return, and verify that
proper procedures have been
followed.

N-2: Randomly select a sample of
checks issued during the period
(suggest a minimum of 50 checks be
selected) and perform the following
tests.

(1) Examine applicable invoices for:

(a) Net payable same as amount
of check.

(b) Accurate mathematics.

(c) Payee same as cash
disbursement Jjournal
listing.

(d) Amounts and Account
distribution accurate.

(e) General reasonableness
(not paying for buggy

whips) .
(2) Examine applicable cancelled
checks for payee, amount, and
endorsement.

N-3: Randomly select two to four
months and perform the following
tests:

(1) Foot all columns of purchases
and (if separate records) cash

disbursements journal.
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(2) Check postings from cash
disbursements journal to
general ledger and other
ledgers.

(3) Review reasonableness of
distribution.

(4) Compare cash disbursements
supported by a purchase
register with the related
entries in such register.

(5) Compare entries in the purchase
register to purchase orders and
receiving reports.

(6) Review numerical sequence of
checks, purchase orders and
transfer forms issued during
period. Are all forms
accounted for?

d. N-4: For period(s) not selected for
detailed checking and for period
following balance sheet date, scan
cash disbursements book and debits
on bank statements for unusual
items, and investigate. Scan
purchase register (if applicable)
for unusual items and investigate.

e. N-5: Prepare a schedule of
exceptions noted during above tests
and review financial statements and
internal control.

f. N-6: Review all significant
exceptions with the NAFA Officer.

g. N-7: Prepare a summary of
conclusions and recommendations as a

result of the audit.

h. N-8: 1Indicate any additional
procedures.
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1. Audit objectives.

a. Ascertain that payroll costs have
been properly recorded and
distributed.

b. Verify that payroll costs incurred
are for legitimate purposes.

c. Determine that payroll costs are not
misstated due to processing errors.

2. Internal control features.

a. Separate individuals approve hours
and prepare payrolls.

b. Adequate personnel records
maintained.

c. Proper approval required for
additions/deletions to payroll.

d. Payments made by check and use of an
imprest bank account.

e. Check signers independent of other
payroll functions.

f. Mechanics of payroll preparation
rechecked and mathematical
calculations re-verified.

g. Records maintained of available

benefits (e.g., unused vacation,
sick leave, etc.).

3. Audit procedures.

a.

*

O-1: For payrolls selected for
detailed checking:

(1) Test-check details of payrolls
to most appropriate underlying
data (employee files, W-4
forms, deduction authorization
forms, time cards, etc) as to:
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(a) Names.

(b) Rates (to wage schedules
and personnel records) .

(c) Time.

(2) Test extensions and footings on
payroll.

(3) Test distribution and trace totals

to general ledger.

(4) Compare payroll entries with

* canceled checks. Inspect thoroughly
for any discrepancies as to number,
date, payee, and amount.

(5) Scrutinize canceled checks for
authorized signatures, irregular
endorsements, and alterations.

(6) Ascertain that the payroll has been
* approved by the NAFA Officer.

0-2: For payroll (s) not selected for
detailed checking, scan payroll register
for unusual items and investigate.

0-3: Plan a surprise observation of one
of the regular payoffs, including control
of payroll records and an accounting for
all employees listed. Payroll checks (or
envelopes) should be intercepted after
they are ready for distribution.

Complete the following procedures:

(1) Compare each amount to that shown on
the payroll register.

(2) Verify footings.

(3) Verify propriety of checks
distributed prior to the completion
of the payroll.

(4) Have an Officer familiar with the
employees but having no connection
with preparation or distribution of
the payroll, approve one or two
payrolls during our visit as a check
against fictitious employee pay
checks.
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(5) List and investigate all
undistributed checks or envelopes.
If time clocks are used, see that
employees missing for payoff are not
"punched in".

(6) Review any undistributed checks or
envelopes with company personnel as
to safekeeping and reason for
holding. It is particularly
important that the auditor satisfy
himself that the checks are for
valid employees.

O-4: Investigate any extraordinary
fluctuations in salaries and wages.

0O-5: Ascertain that the number of
payrolls corresponds to the number of pay
periods.

0-6: Prepare a memorandum summarizing
your recommendations and conclusions

reached as a result of the audit.

O-7: 1Indicate any additional procedures.
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P. OTHER INCOME AND EXPENSES.

1. Audit objectives.

a.

Reported revenues, costs and
expenses are properly applicable to
the accounting period under
examination.

All material transactions of a
non-operating nature have been
excluded from operating income or
otherwise appropriately treated.

Revenues, coats and expenses are
appropriately classified and
described in the statement of income.

2. Internal control features.

a.

General controls relative to
management investigation and review
of unusual non-recurring
transactions are applicable to this
area.

Internal controls of cash
disbursement are applicable to this
area.

3. Audit procedures.

a.

P-1: The systematic tests of
detailed transactions performed in
connection with other procedures
(including tests of cash receipts
and disbursements, purchases and
expenses, payrolls, sales, and tests
of purchases cut-offs and sales
cut-offs) should not be duplicated
here but should be taken into
consideration in performing the
procedures called for in this
section.

P-2: Obtain a monthly schedule of
general and administrative expenses
for the period under examination.
Compare the totals in the schedule
to the totals in the related general
ledger accounts. Examine the major
sub-classifications of expenses to
determine.
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(1) Whether the amounts and the
relative importance of the
items have varied significantly
from month to month in the
current year.

(2) Whether the totals and ratios
correspond reasonably with
those for the preceding year.

(3) Investigate and explain any
significant variations. Vouch
items as appropriate.

P-3: Prepare a comparative schedule
of revenue and expenses for the 31
January current and prior period and
review any wide fluctuations with
NAFA personnel. Test accounts that
appear unreasonable.

P-4: Prepare a carryforward
analysis of important operating
ratios including gross profit rates,
accounts receivable and inventory
turnover rates, percent of net sales
for various major product lines,
etc. Investigate and explain
significant fluctuations from year
to year.

P-5: Review prior year's working
papers for sources and description
of non-operating income and
ascertain that such income earned in
the current year has been properly
recorded. Consider the adequacy of
accounting control procedures over
significant items of other income
not directly related to tangible
assets such as scrap sales,
container deposits, etc.

P-6: Ascertain that revenues are
being received for rental or lease
contracts, concession contracts,
license agreements, etc., in
accordance with the terms of such
agreements.
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g. P-7: Analyze any other significant
miscellaneous income and expense
accounts as necessary, noting that
all amounts due or owing appear to
have been properly paid or accrued.

h. P-8: 1Indicate any additional
procedures.
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NET WORTH.

1. Audit objectives.

a. Transactions affecting net worth
accounts properly recorded.

b. Proper matching of profit
distribution to the related
accounting period.

2. Internal control features.

a. Authorization of net worth
transactions by the NAFA Officer.

b. Schedule or budget of required

profit distribution transactions,
and follow-up of these payments at
the appropriate level.

3. Audit procedures.

Q-1: Schedule all net worth entries
during the year for each net worth
account. Satisfy yourself regarding
the propriety of each transaction.

Q-2: Ascertain that the Provision
for Asset Replacement entry was made
in accordance with regulations, and
that only appropriate use is being
made of these funds. Inquire
whether a long range plan of asset
replacement has been made and if
reserves will be adequate to meet
projected needs.

Q0-3: Are retained earnings
sufficient for the NAFA? Are
sufficient earnings being retained
to provide for expansion, asset
replacement, building new
structures, etc.

Q-4: 1Indicate any additional
procedures.
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R. ACTIVITY AUDIT PROCEDURES.

1. Audit objectives.

a. See that specific control and
accounting procedures related to

each

type of activity are being

followed.

2. Internal

control features.

a. Retail.

(1)

(3)

Using perpetual inventory
system for high value items.
(see inventory section of audit
program) .

Maintaining and reviewing
comparative sales by department
data.

Taking inventory by department.

Reviewing sales, purchases,
gross profit (if applicable)
and other departmental
information to help identify
and reduce shrinkage.

and bar operations.

Portion controls.

Frequent inventories, if
possible, holding the
accountability for inventory

levels to one person.

Documentation and stores
requisition.

c. Service station.

(1)

Frequent measurement of
inventory and comparison of
inventory used to sales.

Daily meter reading and
recording, reconciliation of

daily cash take to gallonage.
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Frequent review and adjustment
of prices in view of
competitors and cost
fluctuation.

d. Vending, concessions.

(1)

(2)

Adherence to written agreement
with machine owners.

Control over access to vending
equipment.

3. Audit procedures.

a. Retail.

*

(1)

R-1: The internal auditor
should make an independent
appraisal of the accounting,
financial and other managerial
controls practiced by the
activity in all phases of the
retail operation including
procurement, warehousing,
transfer to other activities
and through the ultimate sale.
Note and test any deficiencies
observed.

R-2: Evaluate inventory
position in relation to sales
trends and plan, noting any
unusual changes.

R-3: By reference to
comparative reports (preferably
monthly) of this type of retail
activity, make evaluations of
this activity as it relates to
others in terms of:

(a) Retail sales percentages
by department.

(b) Operating profit and
percentage.

(c) Markdowns and markdown
percentages.
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Stock-turns and
stock-to-sales ratios.

Gross profits, by
department, if available.

Review the results of the

last physical inventory
regarding:

(a)

(b)

R-5:

The amount of the
shortages and its
percentage to departmental
sales. If shortages
cannot be calculated
directly, compare the
"expected" gross profit to
actual - by department, if
possible. "Expected"
gross profit can be
determined by knowing the
approximate markups for
the product lines and
their percentage of total
sales.

The aging of the inventory.

List or describe

deficiencies in forms and
controls used for:

(a)

(b)

(f)

R-6:

Warehoused items.

Non-warehoused items
(direct issues).

Direct deliveries.
High-unit value items.

Transfers among the
various retail activities.

Returns to vendors.

Review and evaluate the

physical materials, handling

flow,

and related forms and

controls with the
auditor-in-charge.
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(a) Observe general housekeeping
and security precautions -
doors locked, floor clean, etc.

(b) Observe receiving, marking,
storage, and shipping
procedures. Merchandise
actually counted. Tickets
controlled. Merchandise
transferred.

(c) List selected merchandise over
six months old and seasonal
merchandise and discuss
markdown plans with exchange
merchandise manager.

(d) List selected merchandise with
price changes and trace to
price change records.

7. R-7: 1Indicate any additional

procedures.
b. Food and bar operations.
(1) R-10: Matters relating to sanitary

conditions, quality of food
displays, physical lay-out, and
quality of service to customers are
matters for inspection personnel and
will not be reported by the internal
auditor.

R-11: Evaluate controls over stores
requisition, including control of
prenumbered requisition forms.

R-12: Examine and test perpetual
stores records. Note whether
frequent physical inventories are
being used to reduce shrinkage.
Note any deficiencies in controls
over goods.
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R-13: Compare "expected" gross
profit to actual for the operation.
Note substantial deviations and
consider additional audit procedures.

R-14: Evaluate monthly (if
available) operating results for
trends in sales volume, operating
profit, markdowns, stock turnover,
stock-to-sales ratios, expense, and
gross profit.

R-15: Examine and test such cost
control forms as are being used.

R-16: Evaluate inventory position
relative to budget and sales. Note
substantial deviations.

R-17: 1Indicate any additional
procedures.

c. Service station.

(1)

R-20: Review contracts and related
correspondence being aware of
authority, termination dates,

renewal dates, settlement dates,
reference to acceptance of credit
cards (including those of other
suppliers), attachments and
amendments to the contract, and
whatever else is considered
pertinent to this phase of the audit.

R-21: Review the operation from
records available in order to
justify any deviation from the below
audit steps.

R-22: Obtain the service station
daily report for the current or
previous day and a number of end of
the month reports (those daily
reports prepared on the last day of
the month) .

90-



Enclosure (14) to COMDTINST M7010.5, CH-9
17 DEC 1981

Date/Scope Initials
Explanation

R-23: Obtain delivery tickets for
the same period, adding them to the
opening tank soundings for the

earliest period. The sum of these
should then equal, after deducting
the closing tank soundings, the

total month-to-date outgo per tank.

R-24: Compare the results in step
R-23, above, with the month-to-month
outgo per meter.

R-25: When the variance in step
R-24, above, exceeds 1/2% of 1% of
sales, review and determine probable
reasons for variance.

R-26: On a test basis:

(a) Verify the mathematical
accuracy of the meter reading
section of the service station
report.

(b) Verify all other entries on the
service station daily report.

(c) Based on these findings, the
auditor shall determine if a
more detailed audit is required
for the period under review.

R-27: Trace the gasoline selling
prices as indicated on the service
station daily report to the posted
prices and the price list as
approved by the NAFA Officer.

R-28: Witness a calibration test,
paying attention to the disposal of
the gasoline used in the test.

R-29: TWitness the tank soundings;
however, do not require tank
soundings unless the pumps will be
inactive during this period.

R-30: Witness a daily inventory on
the fuel and motor oil items.

Comment on deficiencies.
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R-31: Review gasoline credit card
receivables.

(a) Reconcile the general ledger total and
with subsequent transmittals to oil
company.

(b) Scan general ledger sheet for
reasonableness.

1. All entries appear to be "routine
type" entries.

2. Account balance should be
reasonable, with no more than 30
days sales in the month end
balance.

3. Review any "Red Flags" and

follow-up as necessary.
(c) Review following with NAFA Officer:
1. Can balance be "turned into cash"

if credit card sales exceed
purchases?

d. Vending.

(1)

2. What action is taken on "rejected"
charge card sales?
R-32: Indicate any additional procedures.
R-40: Review contracts and related

correspondence being aware of authority,
termination dates, renewal dates, settlement
dates, collection procedure, amount due the
unit, attachments and amendments to the
contract, change funds, counters, and
whatever else that is pertinent to this
phase of the audit.

R-41: Review the vending operation from

records available in order to justify any
deviation from the below audit steps.
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R-42: Obtain the master list of vending
machines and physically inspect the
machines. Trace them to the master list.
Determine that all machines sighted are on
the list and that no machines are on the
list that have not been seen. Verify that
the machine number and location are in
agreement with the list.

R-43: Summarize the vending receipts from
the office daily report and sales and cash
receipts journal, to the vending cash

collection slip, (or the contractor's form
used in lieu of the cash collection slip).

R-44: Trace the receipts, checking for
timeliness, and the related information such
as meter readings, inventory count or units

sold, to the office daily report.

R-45: 1Indicate any additional procedures.
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Initial

REVIEW OF COMPUTER SYSTEMS.

1.

Audit objective.

a.

Determine adequacy of controls over computer
system processing.

Internal control features.

a.

Organization of processing function to
maintain proper physical control of input &
output, files, processing, etc.

Segregation of duties within accounting so
that Data Processing (DP) personnel do not:

(1) Initiate/authorize transactions.
(2) Make initial entry of transactions.
(3) Make changes to master files.

(4) Correct errors that arise outside the
DP department.

Employees are required to take consecutive
vacation or there is a program of rotating
duties.

Adequate security over physical assets.

(1) Insurance coverage.

(2) Formal disaster plan including a tested
alternate location.

(3) Off site back-up files.

(4) Security at the building and data
center perimeters limit access to only
authorized individuals.

(5) Protection from fire and water damage.

Documented operating procedures including
operator and user manuals.

Adequate review and testing of system
enhancement and modifications including

approval by a higher authority.
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Adherence to regular maintenance schedules.
Access to facilities, programs, data and the
system documentation is limited to
authorized personnel that need access to
meet their responsibilities.

Input controls.

(1) ©Use of control totals originating
outside the DP operation.

(2) Keypunch verification.

(3) Edit, limit or other tests for
completeness or reasonability of data.

(4) TIdentification and proper processing of
rejected transactions.

(5) Follow-up and handling of rejected
transactions.

Processing controls.

(1) Edit routines to ensure that data is
accurate, complete and reasonable.

(a) Verify data against a file or
table.

(b) Check budgets.
(c) Limit tests.

(d) Missing data or sequence checks.

(e) Traditional controls over source
data, such as prenumbered forms,
logs, etc.

(2) Proper labeling of files, externally
and internally.

Output controls.

(1) Comparison with input control to tabs.

(2) Scanning output for unusual items.

(3) Delivery of reports only to appropriate
individuals.
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Adequate documentation, including System
flowchart, program logic flowcharts, program
listings, record layouts, file layouts,
tables, codes, and their meaning, operator
and user instructions, revision log, and use
of time logs.

File controls:

(1) Adequate retention,

(2) on and off site back-up,

(3) protection against physical damage,

(4) secured location with limited access.
Control totals should be maintained on all
important files and updated after each

revision.

Maintenance of an adequate audit trial.

3. Audit procedures.

a.

S-1: Review current system and planned
systems or revisions for adequate control
features.

S-2: Determine compliance with existing
policies.

S-3: By observation and/or testwork, see
that the control features and policies

described above are in effect.

S-4: 1Indicate any additional procedures.
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CHAPTER 4. AUDIT WORKING PAPERS.

A.

PURPOSE AND ORGANIZATION.

1. Audit workpapers should be prepared to efficiently document the
work performed by the auditor. Organize each workpaper so it is
easy to follow, and its purpose readily identifiable. Use cross
referencing wherever appropriate. Xerox existing documents, "cut
and paste", use tic marks and describe work performed via
memoranda when possible to keep "documentation" time to a
minimum. Indicate testwork in sufficient detail so the steps can
be retraced, if necessary. This is especially appropriate when
discrepancies are noted - the auditors conclusions maybe
challenged. Sample workpapers are provided in Figure (14-1).

2. Overall organization, review, and planning will be assisted by
the following:

a. Each workpaper should be properly identified at the top of
the page. Include: Unit name and number, subject matter,
Audit date, period covered if different from audit date, name
and date of work performed for every person working on or
approving the workpaper, and general ledger account number
and name, if appropriate.

3. Work papers must be safeguarded. The work papers should be
locked in a briefcase while the auditors' are at lunch and should
be removed from the premises each evening. If the latter is not
feasible, the files should be kept under lock and key. The key
will be kept under the auditor's control.

INDEXING.

1. Prepare a workpaper index and place at the front of the
workpapers.

2. Use a standard lettering scheme to identify workpapers. The

letters provided in the internal audit program and Figure (14-2)
are recommended. All workpapers must be identified by a
reference code in the upper right hand corner, the first letter
of which will indicate the section.

3. All work papers should be cross-indexed.

4. When more than one account exists for any one indexing section,
the index letters will be numbered consecutively, for example
A-1, A-2, A-3. Additional supporting detail would be placed on
workpapers labeled A-2-1, A-2-2, etc.

5. When there are several pages to a memorandum, a schedule near the

upper right of the workpaper, indicates its place in the
sequence, i.e., "page 5 of 7".
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B.

6. The last amount on a working paper schedule will be
cross-referenced to the extended trial balance. To complete the
cross-reference, enter the index letter of the schedule to the
right of the account balance in the extended trial balance.

7. Reference to the permanent file will be down "PE"

TIME BUDGET. Prepare a time budget by audit program section.
Indicate actual time spent by each auditor in each section. Budget
time for meetings, report preparation, travel, and other necessary

areas so that all time is planned.

WORKPAPER TECHNIQUE.

1. A schedule of sample audit verification symbols is included as
Figure 14-3. They may be used for the type of verification
indicated. Use of these symbols is not mandatory.

2. Leave space at the end of the work paper for journal entries and
for additional information to include: source of information,

purpose, scope, and summary of findings.

PERMANENT FILE.

1. Maintain a separate permanent file of workpapers that will be
useful from year-to-year. This should be reviewed prior to each
audit, and updated continuously. Any documents that will assist
the auditor in future audits should be kept in the permanent
file. TIdentify each page and provide an index for referencing.
Some examples of documents to include in the permanent file of
workpapers are:

(a) General organizational charts,
(b) loan agreements,
(c) leases,

(d) satellite agreements,

(£) concession and vendor agreements,

(g) special accounting practices.

(h) summarized transactions of certain accounts such as fixed
assets and allowances for depreciation - such papers should

be cross-referenced to the current year's working papers,

(1) procedural memoranda, flowcharts, and write-ups of sections
of the unit's account and control systems.
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AUDIT REPORT FORMAT.

General.
(a) Location being audited.
(b) Names of auditors and experience summary.
(c) Dates of field work.
Scope of audit.
(a) Time period audited.
(b) Type of audit, i.e.:
(1) Management,
(2) financial,
(3) Dbalance sheet or inventory.
(c) Scope restrictions, if any.
General comments. Briefly state your overall opinion as to
adequacy of internal controls, accuracy of financial statements,
etc.
Major findings and associated recommendations.
Minor findings and recommendations.
Details of exit conference.
(a) Date.
(b) Attendees.

Attach revised financial report or list of adjusting entries, if
significant.
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CHAPTER 5. INTERNAL CONTROL.

A.

B.

DEFINITION AND PURPOSE.

1.

A system of internal control consists of those measures and
procedures used to:

a. Safeguard cash and other assets,
b. check the accuracy and reliability of accounting records,
c. arrange a system of checks and balances whereby the work of

one person is verified by another,

d. assure adherence to prescribed regulations and managerial
policies.

Small activities generally do not have enough employees to attain
excellent internal control. The audit tests at these activities
should provide for examining many high value transactions.

It is impossible to completely eliminate errors and fraud. A
certain amount of mistakes are inherent in any system. Collusion
may develop between employees, thereby circumventing most
controls. Basic internal controls should reduce the number of
errors and the possibility of fraud. It also makes possible the
rapid detection of significant losses and misuse of funds.

BASIC PRINCIPLES.

Responsibilities of employees must be fixed and clearly defined.
Accountabilities can be fixed in the case of cash, merchandise,
equipment, and supplies. The responsibility may be of a more
general nature in other cases. The delegation of authority and
the recognition of responsibility reduces the possibility of
fraud or error.

Accounting and operational functions must be separated. An
employee with control of the accounting records should be
divorced from the control of cash or merchandise.

Internal checks and balances are necessary. No one person

should be in complete control of a business transaction. When
the work of each person is approved by another, the probability
that employees will perform efficiently and accurately is greatly
increased and the possibility of fraud is reduced.

Physical inventories or merchandise, supplies and fixed assets
should be taken periodically by independent individuals.
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Collusion. As long as accounting and operational functions are
maintained separately, fraud can be concealed only through
collusion. Employees should be carefully selected and properly
trained to discourage collusion. Employees should also be
required to take vacations and be rotated on their jobs, if
practical.

A double entry system does not prevent omission, incorrect
posting or fraud and is not a substitute for internal accounting
control.

Operating instructions should be available in written form to
prevent misunderstanding.

Whenever a transaction occurs, some record that can be checked
must be created. It may be appropriate to prenumber and control
issuance and use of documents used to record the transactions.

Examination by independent audit personnel helps establish a
"control conscious" attitude at the NAFA. Periodic audits,
surprise cash counts, and other visible forms of reviewing
operations are essential to a good system of internal control.
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CHAPTER 6. FRAUD.

A.

DEFINITION.

1. Fraud is any intentional violation of directives and policies or
conscious deception that adversely affects the NAFA's interests.
Losses resulting from fraud do not solely impact NAFA assets, but
include the loss of productive time, and lowers the effectiveness
of the operation.

OCCURRENCE OF FRAUD.

1. When an audit reveals evidence of possible fraud or
falsification of records, the auditor shall obtain all of the
facts and supporting documentation necessary to either confirm
or dispel his suspicious. If fraud is indicated, a confidential
report should be made immediately to the Commanding Officer.

2. The initial report may be verbal and should contain all of the
facts including the disclosure of persons involved, if
determinable. A written report should be submitted as soon as is
practicable. The Commanding Officer will decide whether to
continue the audit or convene a board of investigation.

COMMON FRAUD METHODS. Some examples of the most common methods

of fraud include:
1. Failure to account for cash receipts by:

a. Failure to record sales on cash register or on prenumbered
sales slips.

b. Altering cash register totals or sales slip totals.

c. Failure to record receipts received from sources not
controlled by cash registers or prenumbered sales slips -
such as income from investments, collections of accounts
receivable previously charged to bad debts, collections from

vending machines, and other sources of income.

d. Falsifying the bank statement and bank reconciliations to
cover up a shortage.

e. Abstracting checks received and forging endorsements thereon.

f. Debiting some accounts other than cash, such as expense, when
cash 1s received.

g. Writing off good accounts receivable to bad debts and
retaining the receipts when the accounts are collected.

102-



Enclosure (14) to COMDTINST M7010.5, CH-9
17 DEC 1981

Making of fraudulent disbursements by:

a.

h.

Forging approvals on petty cash vouchers, and attaching dummy
invoices or legitimate invoices previously paid.

Drawing checks in payment of fictitious invoices, forging the
endorsement and cashing the check.

Forging checks, cashing them and destroying the checks when
they are returned by the bank. In such cases, the cash
disbursements totals must be overfooted or unrecorded
receipts deposited in the bank.

Re-using paid invoices of previous periods to support current
disbursement vouchers by altering the date of the invoice.

Purchase discounts may be understated, underfooted or
apparently not taken and cash abstracted for the amounts of
such understatement.

Overfooting the cash disbursement book to cover a cash
shortage.

Payrolls may be padded with dummy employees, payroll sheets
may be overfooted, and unclaimed wages cashed by forged

endorsements.

Charging personal expenses to NAFA.

Conversion of merchandise by:

a.

Outright theft by removing merchandise from premises because
of inadequate physical safeguards.

Checking in correct merchandise but putting lesser amount in
stock.

Charging merchandise to a department but not delivering such
merchandise.

Collecting deposits on returnable containers by returning
such containers directly to distributor without recording
credits.

Overcounting inventories to cover shortage.

Raising quantities on requisitions after delivery of
merchandise.

Sale of items of property without recording the cash
received.

Changing sell prices on merchandise on the sales floor
without proper supporting documentation.
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WORKING PAPER INDEX, IN ORDER

DRAFT REPORT
AUDIT PROGRAM
TIME SUMMARY

WORKING TRIAL BALANCE
(numbered consecutively)

ADJUSTING JOURNAL ENTRIES
RECLASSIFICATION ENTRIES
GENERAL

FINANCIAL STATEMENT & JOURNAL
CASH FUNDS AND PETTY CASH
BANK ACCOUNTS

INVESTMENTS

OBSERVATION OF INVENTORY
INVENTORY

ACCOUNTS RECEIVABLE

PREPAID EXPENSES AND OTHER ASSETS

FIXED ASSETS

ACCOUNTS PAYABLE

OTHER LIABILITIES

SALES AND CASH RECEIPTS
CASH DISBURSEMENTS
PAYROLL

OTHER INCOME AND EXPENSES
NET WORTH

ACTIVITY AUDIT PROCEDURES

REVIEW OF COMPUTER SYSTEMS

Figure 14-2



STANDARD AUDIT VERIFICATION SYMBOLS

SATISFACTORY

TYPE OF VERIFICATION VERIFICATION
Downfooted (additions & subtractions) (Beneath Total Figure)
Crossfooted (additions & subtractions) (To Right of Total Figure)
Calculation (other than addition or (To right of Resulting

subtraction) Verified Figure)

Trial Balance or Summary (Group) Sheets (To Right of Figures on
Agreed with Supporting Working Sheets / Trial Balance or

Summary Sheets)

VERIFICATION DEFICIENCY
DEFICIENCY CLEARED
Agreed with Ledger Figures L ? ?
Verification by Examination of
Internal Evidence:
Cancelled Checks Inspected C ? ?
Payment Vouchers and Supporting Data
Inspected (including Payroll Author-
izations) \Y ? ?
Sales, Remittance Advices or Other
Income Origination Data Inspected ? ? ?
Other Original Entry Data and
Supporting Detail Inspected
(Journal Entries, etc.) 0 ? ?
Documents Inspected (Agreements,
Leases, Insurance Policies, Tax
Returns, etc.) D ? ?
Verification by External Evidence:
Confirmation:
Sent —-- Positive (Insert Confirmation Number
to Left of Figure)
-- Negative (Insert to Right of Figure
Received C E ?
Other Purposes °? (Insert to Right of Figures and Explain Meaning

on Particular Working Sheet)

Figure 14-3



Encl. (15) to COMDTINST M7010.5, CH-17

BUDGETING
Purpose. This enclosure states the required budgetary procedures for NAFA
operations.
Discussion.
a. Budgets are Important. Budgets are prepared by the

command to define management's plan for the year and to pass these
determinations up and down the chain of command. NAFA budgets must
accurately reflect the down the chain of command. NAFA budgets must
accurately reflect the business environment and the competitive
relationship within that environment. The bottom line (profit)

must be large enough to generate the funds required for business
growth with inflation, NAFA improvements and expansions, and the
redistribution of some portion of profits for regional or
servicewide Special Services programs.

When the requirement for cash exceeds NAFA's ability to generate the
necessary profits, adjust spending plans to reduce the scope of the
projected outlays or increase cash flows through expanded operations
or higher prices. Raising prices is the least preferred and the most
risky alternative.

The approved budget must reflect the commanding officer's review of
the NAFA mission and the command decision on how best to attain NAFA
program goals and objectives. Completing the Retail Price Comparison
Survey (Encl. 54) will provide information on the degree of
competition, the level of competitive prices, and the range of
flexibility available to the command.

Budgeted gross profit and the underlying mark-up schedules must agree
with the commanding officer's determination of the right balance
between service at the lowest practical cost and the benefit derived
from spending funds for other purposes. Special Services budgets are
limited by the cash flows NAFA is able to generate.

Report Requirement (RCS-G-FNM-6258) .

a.

Annual Budget Report-Activity (CG-5227) (Figure 15-1) and Annual
Budget Report-Unit (CG-5227A) (Figure 15-2) must be prepared by all
NAFA units and those district offices incurring costs or consolidating
funds. These reports must reflect the requirements on minimum profit
levels in Encl. (lo).

Budget forms will be available for computer access. NAFAs will access
the data base by telephone modem, request the NAFA budget menu, enter
the data, and electronically mail budget reports over the Standard
Coast Guard Terminal (C3). Reports are due in Commandant (G-FNM) prior
to 1 February of each year. District offices have electronic access
to all district unit budgets submitted via terminal.

Units without a computer terminal must prepare and submit budget
reports via regular mail.
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4. Preparation of Budgets.

a. Form worksheets (Figures 15-3 through 15-7) are provided for use in
forecasting revenues and expenditures. Their use is recommended for
all units. Forms may be reproduced locally as needed.

b. Annual Budget Report-Activity (CG-5227). All activities must

prepare and submit the annual activity budget with all items on lines
1, 3, 4, 5, 6, 18, 21, 23 and 24 filled in for each quarter and the
total year. Give adequate consideration to the effects of inventory
shrinkage, markdown and surveys, and waste which dilute the gross
profit. State all figures in whole dollars (rounded).

c. Annual Budget Report-Unit (CG-5227A). All units (including
district offices) required to submit financial reports must prepare
and submit annual unit budgets with all items on lines 1, 3, 4, 5,
6, 7, 8, 12, 13, 14, 15, 16, 17, 18, 21, 23 and 24 filled in for
each quarter and the total year. State all figures in whole dollars
(rounded) .

5. Budget Review.

a. The unit commanding officer must review the budget to assure the
document accurately reflects the priorities of the command and
additional guidance from higher authority.

b. For district units, budgets must be submitted to district commander
(f) by 1 January of each year for review, coordination and approval.
The final approved budget must be sent to Commandant (G-FNM) by 1
February of each year.

6. Guidance for Use of Budget Worksheets.

a. Quarterly Sales Forecast Worksheet (CG-5227-1). This form is used
to forecast quarterly sales revenue after considering: prior year
sales; estimated inflation; planned changes in stock assortment;
customer strength, mixing and buying habits; changes in activity
layout; and other variables affecting days and hours of operation.
This is the logical starting point in the budget formulation
process.

b. Quarterly Personnel Expense Worksheet (CG 5227-2). This form is
used to forecast direct and G & A personnel costs after considering:
step increases; RIF actions; local wage survey; COLAs; premium pays;
FICA increases; leave accruals; the mix of benefits provided to
full-time, part-time, and intermittent employees; and hours of
operation. Note employee benefits may exceed 30% of base pay.
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Quarterly Worksheet-Other Direct Expenses (CG-5227-3). This form is
used to estimate other activity direct expenses for the year. The
majority of these costs are variable and as such should relate
directly to fluctuations in sales revenue.

Quarterly Worksheet-Other Indirect Expenses (CG-5227B). This form is
used to estimate unit G & A expenses not directly associated with one
particular activity, i.e. audits, central accounting office expenses,
etc.

Pro-Forma Funds Statements (CG-5227C). This form is used to analyze
cash flow requirements for each quarter and is essential for units
with over one million dollars in annual sales. Factors considered
include: changes in inventory levels; contributions to unit morale
funds; required remittances; capital expenditures; etc. The ratios
provided in Encl. (10) will be useful in targeting cash flow levels.
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Encl. (15) to COMDTINST M7010.5, CH-13

-_ .
TR NSPORT ATION 3 U. S COAST GUARD NON-APPROPRIATED FUNDS ACTIVITY
U8 CONSTGuARD PRO-FORMA FUNDS STATEMENT
[] 'l';.ll:'r UMIT PERICD

A.  SOURCES OF CASH ASSETS.

1. FINAL NET PROFIT FOR PERIOD $

2. EXPENSES NOT REQUIRING CASH OUTLAY

A. Provuion for asser replacement

3. GRANTS RECEIVED

4. PROCEEDS FROM SALF OF FIXED ASSETS
A Cabh sale price

B.  Lewsgain realzed

c. Plus [oss realized

5. TOTAL

B. APPLICATIONS OF CASH ASSETS

1. CAPITAL EXPENDITURES - NAF

2. REMITTANCES TO.

A. CGrounmfund

B. Distnict Morale Fund

C Unit morale fund

3. TOTAL

C.  CHANGES IN NON-CASH ASSETS. AND LIABILITIES:

1.  PLANNED (INCREASE) DECREASE IN RECFIVABLES

2. PLANNED (INCREASE) DECREASE IN INYENTORY

3.  PLANNED (INCREASE) DECREASE IN PREPAID EXPENSES

4. PLANNED INCREASE (DECREASE) IN ACCOUNTS PAYABLE

§. PLANNED INCREASE (DECREASE) IN ACCRUED LIABILITIES

PLANNED INCREASE (DECREASE) IN REMITTANCES PAYABLE

6
7. PLANNED INCREASE (DECREASE) [N LOANS PAYAELE
3

NET INCREASE (DECREASE) IN CASH ASSETS FROM
NON-CASH ASSETS (LIABILITIES).

D. TOTALINCREASE (DECREASE) IN CASH ASSETS
A3 2 B3 =+ CB -D

E. PLUS TOTAL CASH ASSETS BEGINNING OF PERIOD

F. EQUALS TOTAL CAGH ASSETS END OF PERIOD
Ds F-F $

NOTE: This form it designed 1o be used for budget periods of a quarter year or more.

11



Encl. (16) to COMDTINST M7010.5, CH-11
22 JUN 1982
UNIT PERFORMANCE STANDARDS

A. Standard: The annual mandatory minimum budget performance level

for Coast Guard NAFA is a bottom line unit net profit of 5% as
reported on line 23 of the Results of Operation Report (CG-5228).

The 5% standard may be adjusted for units which operate major grocery
activities identified as GA, GB etc., when grocery sales exceed 20%
of the units total sales. The optional minimum budget standard is as
follows:

Grocery Sales Adjusted
% to Total Unit Sales Standard %

60 - 69% 3.75
50 - 59% 4.00
40 - 49% 4.25
30 - 39% 4.50
20 - 29% 4.75
B. Guidelines:
1. The following tables were developed from system wide averages for

NAF activities by sales volume classification. This data is
provided as a form of reference for developing local plans to
achieve the minimum standard of 5% net profit. 1In most cases
this level would generate only the minimum capital required to
cover overhead, inflation and low level morale programs. It is
reemphasized that these tables reflect base line pricing
considerations which commanding officers in concert with the
cognizance authority will have to adjust based on program needs
and the minimum performance standard for the unit.

GROSS PROFIT PERCENTAGE GUIDE BY TYPE OF ACTIVITY
TYPE OF ACTIVITY

ANNUAL
ACTIVITY PACKAGE |GROCERY | GAS/ NON-CLUBS CLUBS
SALES EXCHANGE | STORE AUTOMOTIVE VENDING FOOD OPS BAR & FOOD
VOLUME COMBINED
Less than-—

200K 10 20 10 8 25 50 50
200-500K 12 22 10 8 50 55
500-1000K 15 25 10

1000K+ 16 26 10

GENERAL & ADMINISTRATIVE EXPENSE (GkA) GUIDE BY SALES VOLUME OF UNIT

TOTAL NAFA 1710
ANNUAL SALES SALES (MAXIMUM)
VOLUME
Under 500K 3.25
500-~1000F 3.25
1000-2500K 3.75
2500-4500K 4,25
500K+ 4,25
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22 JUN 1982

(16) to COMDTINST M7010.5

UNIT PERFORMANCE STANDARDS

C.

Definitions:

Gross Profit. Gross profit is a function of pricing and as
such each command is required to implement a pricing plan in
order to achieve the minimum mandatory performance standard and
to generate sufficient additional profits to cover outlays for
unit special services programs and any additional assessments
levied by the District Commander or Coast Guard Trust Fund for
the redistribution of profits within the Coast Guard.

Personnel Expense. Personnel expense requirements vary with

the type of operation, physical layout, and the sales volume.
Most NAFA operations are labor intensive, and personnel expenses
are usually the largest controllable expense. Personnel expenses
include management personnel specifically assigned to that
activity.

Other Direct Expenses. Other Direct Expenses (ODE) are all
routine operating expenses (e.g., supplies, materials, minor
repairs, and equipment) directly attributable to the operation of
that activity.

Operating Profit. Operating profit is the profit of the
specific activity after accounting for all expenses directly
attributable to that operation.

General and Administrative Expenses. General and
administrative expenses are those expenses which are not
attributable to any one activity but beneficial to several
activities or to the NAFA operations in total. These expenses
are commonly related to such support functions as accounting,
processing, personnel administration, and general supervision
and include a provision for asset replacement.

Deviations from Mandatory Performance Standards.

1.

NAFA Units within the Coast Guard should be able to meet the
prescribed performance standard. If the need arises or the
unique circumstances of the unit warrant such action, the
cognizant authority (District Commanders and Commanding Officers
of Headquarters units) may authorize reasonable temporary
deviations from the mandatory unit performance standard.

Units desiring deviations from the established standard shall
submit a written request with suitable justification to the
cognizant authority for consideration. If possible, this
request shall be submitted in advance of the budget submission
so that effort in the budget approval process can be minimized.

(a) A request for a temporary deviation from performance
standard must be accompanied by a plan of action to
bring the unit in line with the mandatory performance
standard.

(b) A request for a permanent deviation from the performance
standard must include rationale for not being able to meet
the standard in current and future operations and be
forwarded via the chain of command to Commandant (G-FRS)
for approval.

2_



Encl. (16) to COMDTINST M7010.5
22 JUN 1982

UNIT PERFORMANCE STANDARDS

3.

Any deviations authorized by the cognizant authority shall be
forwarded with the budget submitted to Commandant (G-FRS).

E. Review/Approval Requirements.

1.

The Cognizant Authority shall review all NAFA budgets to insure
that the performance standard is being met before budget approval

is given. 1If the criteria is not met, the Cognizant Authority
shall:
(a) Return the budgets to the unit for revision, requesting that

they be completed to achieve the minimum performance
standard.

Approve the submitted budget with a temporary deviation from
the performance standard. Include an action plan with a
timetable for achieving the required standard.

Review requests for permanent deviation from the mandatory
performance standard and forward to Commandant (G-FRS) for
final review and approval.

F. Failure to Meet Standards of Financial Performance. NAFAs

consistently not meeting the minimum performance standards or failing
to maintain the financial balances as defined in Enclosure (10) will
be subject to a major Headquarters management review in accordance
with Enclosure (52).
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Encl. (17) to COMDTINST M7010.5,

ACCOUNTING - LARGE NAFA

A. Introduction.

The accounting procedures outlines in this enclosure meet the
minimum acceptable requirements for large NAFAs. Large NAFA's
have:

a. Annual sales over $250,000; or

b. Four or more separate activities; or

c. A remote branch operation.

The one-write accounting system described is the preferred

system. However, large NAFAs need not modify existing
accounting systems meeting the minimum requirements.

B. System Specifications.

1.

This system provides the minimum information necessary to
properly account for revenues, expenses, assets, liabilities and
net worth of operations. The system gives management the
information necessary for effective command and control. It
includes the following:

a. Purchase Register.

b. Cash Disbursements Journal.

c. Payroll Journal.

d. Cash Receipts and Sales Journal.

e. General Journal.

f. General Ledger.

A one-write system is recommended. The enclosed sample forms are
available from commercial sources.

Use the standard accounting periods listed in Encl. (13).

Secure all books of account, when not in use, in a locked
fireproof file cabinet.

On a monthly basis:
a. Make accrual and reversing entries.

b. For the first two months of the quarter, take physical
inventories or estimate them using the gross profit method.

c. Prepare Results of Operations Report (CG-5228) for local
command and control.

CH-17



Encl. (17) to COMDTINST M7010.5, CH-17
B. 6. On a quarterly basis:
a. Take a physical inventory.
b. Close out the books and prepare a trial balance.

c. Prepare and submit a CG-5228 and CG-5228A as stated in Encl.
(19) .

7. Maintain cash register over and short logs.

8. Maintain departmental sales data for major activities. These
records are best maintained daily and totaled weekly, monthly and
quarterly.

9. Conduct mandatory annual audits for all NAFAs.
10. Maintain open-to-buy system described in Encl. (43).

C. Chart of Accounts

1. The standard chart of accounts is a numerical listing of all
accounts comprising the General Ledger. Additional accounts may
be added at the local level for further identification of
information by activity or department.

CHART OF ACCOUNTS
Assets (100-199)
CURRENT ASSET (100-141)

* CASH (100-109) 100
* AUTHORIZED CASH FUNDS 101
* UNDEPOSITED CASH 102
* CHECKING ACCOUNT 103
* OTHER CASH 104
* ACCOUNTS RECEIVABLE 110
* ACCOUNTS RECEIVABLE-RETURNED CHECKS 111
* ACCOUNTS RECEIVABLE-LAYAWAY 112
* ACCOUNTS RECEIVABLE-VENDOR COUPONS 113
* INVESTMENT IN SATELLITE 115
* MERCHANDISE INVENTORY 120
* SHRINKAGE ALLOWANCE 125
* PREPAID EXPENSES 130
PREPAID SUPPLIES 131
PREPAID INSURANCE 132
PREPAID POSTAGE 133
* OTHER CURRENT ASSETS 140
DEPOSITS CURRENT 141
NONCURRENT ASSETS (150-182)
* FIXED ASSETS (150-164)
* EQUIPMENT 150
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D. PURCHASE REGISTER (figure 17-1) AND ACCOUNTS PAYABLE LEDGER CARD

(FIGURE 17-2).

1. General.

a.

The Purchase Register is maintained for all activities of the
unit to record purchases and accounts payable. Source
documents for posting to the Purchase Register are purchase
orders, receiving reports, merchandise transfer forms,
cancellation orders and purchase order adjustment letters.

The Purchase Register is totaled and balanced monthly, then
posted to the General Ledger (figure 17-21). The accounts
payable balance in the General Ledger control account should
equal the sum of the ledger cards.

The one write system sample form provided as figures 17-1 and
17-2, the Purchase Register and Accounts Payable Ledger,
allow posting of accounts payable ledger cards while
simultaneously making entries on the purchase register.

If the accounts payable cards are not used, purchases are
recorded directly in the Cash Disbursements Journal (figure
17-8) . Payables would then be accrued periodically by
compiling a list of all unpaid liabilities.

2. Procedures.

a.

For each purchase transaction, use the vendor Accounts
Payable Ledger card as an overlay to enter the transaction on
both documents at once. The gross amount of the purchase can
then be posted to the proper activity or even department
within an activity. ©Note the department number in the first
column if gross profit is computed by department.

Transfers can be entered on the Purchase Register by showing
the total amount (at costs) of the transfer under appropriate
activities. The entry recording the transfer out should

be bracketed. ©Nothing will be entered on the Accounts
Payable Ledger card (figure 17-2).

Transactions may be entered in PO number sequence to help
account for PO's and ensure that all liabilities are
recorded. If the register is posted in PO number sequence as
orders are made (as opposed to when goods are received) allow
blank lines for PO adjustments.

Once merchandise is received, the NAFA has a liability and
should record the account payable. It is not necessary to
wait for an invoice.
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Forms.

a.

Purchase Order (figure 17-3, CG-4553). This five part
document is used to purchase merchandise, supplies and
services. All appropriate blocks are to be completed, i.e.,
cost, sell, shipping dates, terms and discounts etc. prior to
being approved by the authorizing officer. Separate purchase
orders should be used for merchandise in each selling
department.

(1) When a vendor or jobber order sheet is used for placing
and approving orders, the copies may be attached to a

P.0O. for record and control purposes. Enter "per
attached 1list" on the PO and cross reference each
document.

(2) Distribution of the PO copies are as follows:

(a) Copy 1l: Tear off the receipt of goods portion
before
(white) mailing to vendor.

(b) Copy 2: Retain in the vendor file maintained at
(blue) the NAFA/Accounting office.

(c) Copy 3: Retained by the procurement clerk
(green) initiating the PO or PO worksheet. If the
clerk has access to copy 2, this copy
should be sent to the appropriate activity
manager.

(d) Copy 4: Sent to the receiving department to await
(yellow) receipt of goods. This copy will

accompany merchandise to the activity to
verify quantities and allow pricing. If a
partial shipment is received, update copy
4 and complete a receiving report
(figure 17-4). Send a copy of the
receiving report with the merchandise,
retain copy 4 until all of the order is
complete.

(e) Copy 5: Sent to the receiving department pending
(pink) receipt of goods. Used as a receiving
report to check in merchandise. The
completed and signed document should be
routed through the procurement clerk (if
any) and sent to the accounting office.
The accounting office will use this copy
to update the purchase register (figure

17-1), and to verify the invoice prior to
payment.
(3) PO's are prenumbered and their issuance need to be

controlled.
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Receiving Report (figure 17-4, CG-5300) is a prenumbered
three part form used whenever the yellow receiving copy of
the issued P.O. is not available. It is prepared and signed
by the receiving or marking personnel.

(1) Complete the receiving report with vendor and
merchandise information available from the packing ship
or invoice.

(2) Copies of the receiving report are distributed as
follows:
(a) Copy one - white Accounting office for payment

of vendor invoices.

(b) Copy two - yellow Accompanies merchandise to the
retail activity.

(c) Copy three - blue Retained by the receiving
department in a numerical file.

(3) Copy one will be kept temporarily in the accounts
payable file until the invoice is received. It will
then be used to verify accuracy of the invoice and
attached to the voucher. Copy two will be used by the
activity to see that all items received and charged to
the activity were received and stocked.

(4) The control of receiving reports will prohibit the
generation of a duplicate receiving report showing fewer
goods received to cover misappropriated inventory.

Merchandise Transfer Form (figure 17-5, CG-5303) in a four
part form used to request and transfer merchandise from one
activity to another.

(1) All column except "quantity issued" and the price
extension should be completed by the requisitioning
activity manager. The form should then be approved by
the supplying activity manager or NAFA Officer.

(2) Retail columns need not be completed unless the
receiving NAFA is on a retail inventory system.

(3) Only the green copy should be detached prior to the
merchandise being transferred. Remaining copies will
accompany the merchandise and be routed after it has
been delivered or picked up by the requisitioning
activity.
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(4) Distribute copies as follows:
Copy 1 - White Accounting
Copy 2 - Yellow Receiving activity
Copy 3 - Pink Transferring activity
Copy 4 - Green Requisitioning individual

(5) The column "quantity issued" is completed by the
transferring activity. Merchandise out of stock should
be notated on the transfer form.

(6) The columns for "price" and "price extension" are
completed by the accounting office.

(7) The receiving activity will verify the quantities
received and then distribute copies to the accounting
department. The accounting department will use their
copy to make the transfer entry in the purchase register
(Figure 17-1).

Cancellations Order (figure 17-6, CG-5302) is a four part
form used to cancel open purchase orders. If an order is
cancelled over the telephone a cancellation order should be
sent as confirmation and so notated.

(1) Distribute copies as follows:
(a) Copy 1 - white Vendor
(b) Copy 2 - yellow Receiving department
(c) Copy 3 - pink Vendor file with PO
(d) Copy 4 - green Originating activity

(2) The third or pink copy will cancel the PO in the open PO
or accounts payable file. It is then filed with
cancelled PO's in the vendor file. The receiving
department will use the second or yellow copy to cancel
the receiving copy of the PO.

PO Adjustment Letter, a sample is provided in (figure 17-7),
is prepared by the accounting office for the purpose of
correcting vendors invoices. Corrections to invoices are
notated either by the receiving or the accounting office.
The sample form should be pre-numbered and controlled.
Copies of the PO Adjustment letter should be kept on file
with the paid PO and an open credit file.
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E. CASH DISBURSEMENT JOURNAL (figure 17-8).

1. General.

a.

The Cash Disbursement Journal is maintained for all
activities of the unit to record all check disbursements.

b. The Cash Disbursement Journal will be totaled, balanced, and
posted at least monthly to the General Ledger (figure 17-21).
After postings are made, the ledger cash balance should agree
to the reconciled bank statement, and the accounts payable
balance in the General Ledger control account should equal
the sum of the Accounts Payable Ledger cards.

c. The journal should be maintained in check number and
chronological order.

d. Disbursement checks and vouchers are the posting source for
entries to the journal.

e. The sample form provided is a commercially available "one
write system" Cash Disbursements Journal. This system
enables the disbursements clerk to write a check, update the
Accounts Payable Ledger, and post the Cash Disbursements
Journal at the same time. What's written on the check is
printed on the ledger and journal by carbon paper.

2. Procedures.

a. Enter each disbursement transaction using the check and
vendor Accounts Payable Ledger (figure 17-2) overlays. It is
important that the ledger card overlay be used for payable
entries so the accounts payable control account remains equal
to the sum of the ledger cards.

b. A two part check should be used. The duplicate check should
be attached to the voucher as evidence of payment.

c. Debit entries, if not to accounts payable, are to be posted

to one of the remaining columns of the journal. The sample
form shows several direct expense accounts - identified by
activity - and several indirect expense accounts as column
headings. Whatever accounts are used frequently should have
their own column. Show activity identification for any
direct expenses.
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Payroll disbursements will only be for net pay, to transfer
the money to a separate imprest payroll account and for
payroll taxes, insurance, etc. Other payroll expenses will
be recorded on the Payroll Summary (figure 17-10). The
transfer of money to a separate payroll account will be
recorded as a debit to payroll exchange and a credit to cash.
Payroll taxes, insurance, and retirement remittances will be
recorded as a debit to taxes and contributions liability and
a credit to cash. See Section V for a further explanation of
payroll entries.

3. Forms.

a.

C.

Return for Credit (figure 17-9, CG-5301) is a pre-numbered
four part form documenting the return of merchandise to a
vendor for credit.

Distribution of the copies are as follows:

(1) White Vendor

(2) yellow Numerical file, accounting office

(3) pink Vendor file (with PO)

(4) green Activity file, sales person, or receiving
department - where form originated

When a credit has been received from the vendor, the

accounting copy should be placed in a closed credit file
after the credit has been taken.

-10-
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F'. PAYROLL ACCOUNTING.

1. General.

a.

The objectives of payroll accounting are to insure accurate
calculation of payroll and withholding amounts, maintain
accurate leave records, calculate and remit taxes to
appropriate authorities, and accumulate salary expense data
for management purposes.

Specific information regarding the withholding of FICA and
income taxes from wages of NAF employees are contained in
Enclosure (20), Taxation to this manual.

A "one-write" system is recommended for payroll accounting.
Sample forms of a Payroll Summary and Payroll Ledger are
provided as (figures 17-10 and 17-11) respectively.

NAF employees are to be paid on the same timetable,
preferably biweekly.

A banking institution or data processing firm can prepare pay
checks and a payroll register. These systems are acceptable
if the services are timely, accurate, and provided at
reasonable cost. A bank system should provide the following
information:

(1) General: date, pay period, activity or overhead account
charged, rate of pay, and number of federal/state
exemptions;

(2) Employee data: gross pay, federal tax, state tax, FICA,
group health/life, and retirement withholding:

(3) Employee costs: total salary expense by activity, FICA
group health/life/disability, and group retirement.
System must accumulate costs under appropriate
activities when employees work in more than one
location.

2. Procedures and Forms.

a.

Individual Payroll Log - Hours (figure 17-12).

(1) A sample Individual Payroll Log - Hours is provided as
(figure 17-12). This is a one part form used to record
hours worked and leave taken. It serves as a source
document for the preparation of the Payroll Summary
(figure 17-10) and Leave Accrual.

(2) The form is prepared by an individual other than the

bookkeeper. It should be completed in ink, and
initialed each pay period by the appropriate supervisor.

_ll_
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(3) Indicate hours worked in the appropriate blocks of the
form. Where the employee works at several activities
during the pay period, NOTE the activity abbreviation
(RA, PA, etc.).

(4) Supporting documents to the Individual Payroll Log -
Hours form include approved leave slips and time cards
(if appropriate) signed by the employee.

Payroll Summary (figure 17-10) is used to aggregate payroll
data for all NAF employees. It is arranged so the Payroll
Ledger (figure 17-11) and payroll check can be overlayed with
the transaction being entered on all three documents
simultaneously.

(1) The supporting document for the Payroll Summary would be
the Individual Payroll Log - Hours (figure 17-12) or
time cards.

(2) The payroll summary i1s completed by the bookkeeper as
payroll checks are prepared.

(3) Data on the Payroll Summary is summed and balanced
monthly for posting to the General Ledger (figure
17-21).

(4) Additional columns of the Payroll Summary are used to
record employer payroll expenses, and to allocate salary
expense to the appropriate activity or overhead account.

(5) Footed totals of salary expense (debit entry) would be
posted to the General Ledger account for the appropriate
activity. The credit entries would be to the Taxes and
Contribution liability account and the payroll account -
in the amount of net pay. A debit entry to the payroll
account is made when cash is transferred from the main
account to the imprest payroll account. If no such
entry is made the above transaction would be credited to
cash.

(6) If the employee works at several activities during the
pay period, break out salary expense by activity and
place amount in appropriate columns.

Payroll Ledger (figure 17-11), is used to record all payroll
information for an individual employee. The form is used in
conjunction with the Payroll Summary and payroll check.
Payroll transactions are recorded on all three documents.

(1) The form is completed as payroll checks are being
prepared as explained in paragraph 2.b. Information
written on the top of the payroll check stub is entered
on the payroll ledger by a carbon strip on the back of

the check.
(2) The Payroll Ledger constitutes the earnings record for
an individual employee. The form is used as a payroll

history to complete forms such as the W-2.

-12-
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(5) Prepare the form as follows:
(a) In the top portion of the individual reconciliation
form, break out sales by standard departments. In

the activity level form, accumulate the sales data
from individual registers.

(b) In the second portion, recalculate total sales by
aggregating sales types, as opposed to departments.
Reconcile this to the total obtained in paragraph
3.a.(5) (a) above.

(c) In the lower portion of the form, reconcile "total
sales plus beginning cash" to the amount
"deposited/turned in".

(6) Completed forms are received and posted to the Cash
Receipts-Sales Journal (figure 17-13).

Cash Register Adjustment Voucher (figure 17-15, CG-5299) is a
one-part form used to document underrings, overrings and
sales department corrections. This form supports entries to
the Activity/Individual Daily Reconciliation document.

(1) A new form is used daily by each register operator.

(2) All correcting entries require approval by the
supervisor.

Refund Voucher (figure 17-16, CG-5307) is a two part
prenumbered form used to document and provide customer cash
refunds or exchanges. A completed and approved refund
voucher is the same as cash, and therefore needs to be
tightly controlled. It is also a supporting document for
entries to the Activity/Individual Daily Reconciliating
documents.

(1) All refund vouchers must be approved by appropriate
authority.

(2) Sales slips should be attached to the refund voucher.

(3) The refund voucher should be completed
entirely-including customers name, address and phone
number.

Layaway Ticket (figure 17-17, CG-5101) is a four part

prenumbered document used to record the initial layaway
purchase and subsequent receipt of payments.

-14-
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(1) Account for layaways by recording the entire sale the
day the deposit is taken. The difference between the
deposit and the sale price represents a receivable,
which will be recorded by the accounting office upon
receipt of the copy of the layaway ticket. Subsequent
payments reduce the receivable. If the layaway is
cancelled, the entries should be reversed.

(2) TIf the layaway 1s cancelled, the customers deposit is to
be refunded, less any local service fee. The refund
voucher (figure 17-16) should be completed for the
payout, referencing the layaway number. Obtain the
customers signature on the refund voucher or layaway
ticket as evidence of the refund.

(3) Distribution of the layaway copies is as follows:
(a) Copy one - customer.
(b) Copy two - attach to the Activity/Individual Daily

Reconciliation (figure 17-14, CG-5298) to be sent
to the accounting office.

(c) Copy three - retain with merchandise in a secure
area for layaways and special orders awaiting
pickup.

(d) Copy four - retain on file at the sales location,

this file should be reviewed periodically for
overdue payments.

(4) After the last payment has been made the merchandise
picked up by the customer, completed copy four should be
forwarded with the daily cash receipts documentation to
accounting. Accounts receivable records will the be
updated.

(5) Additional procedures for handling layaway sales are
provided in Enclosure (50) of this manual.

e. Exchange Sales Receipt (figure 17-18, CG-4984) is a two-part
pre-numbered form used to record customer transactions when:

(1) Customer signature or a personal record of the sale is
desired,

(2) Cash registers are not available to record the
transaction,

(3) The selling price of individual items purchased is

greater than $100,00.

A copy of this form is retained at the register and attached to
the Activity/Individual Daily Reconciliation form for supporting
entries.

_15_
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G. 3. f. Departmental Sales Analysis (figure 17-19) is an optional
one-part form used to accumulate daily sales by the week and
month by selling department. Activity and department sales
are obtained from the consolidated activity/daily
reconciliation form (figure 17-14).

g. Monthly Sales Analysis (figure 17-20) is an optimal one-part
form used to record comparative weekly/monthly sales figures
by department. The sales data for completing this form is
obtained from the Departmental Sales Analysis form (figure
17-19). Although, this is not a posting source document,
the sales information is used by management for planning and
reviewing stock to sales ratios, open to buy limits, staffing
requirements and sales trends.

h. Cash register overages and shortages are to be recorded by
register and register operator. All discrepancies are to be

investigated.

H. General Journal (no sample provided).

1. General.

a. The General Journal is used to record all transactions that
cannot readily be entered elsewhere such as a bank service
charge, provision for asset replacement, accruals, or
close-out entries.

2. Procedures.
a. The following information should be recorded for each entry:
(1) Date of transaction
(2) Description/reference

(3) Debit entry
(4) Credit entry

b. Each entry recorded in the General Journal will be posted to
the General Ledger at the end of the accounting period.
Monthly accruals or closing entries will most likely be
posted directly to a trial balance and should not be entered
in the General Journal. They should be prepared on
worksheets and kept with the trial balance. Quarterly
accruals and closing entries will be posted to the General
Journal and General Ledger.

_16_
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I. GENERAL LEDGER (figure 17-21).

1. General.

a. A sample General Ledger form has been provided as (figure
17-21). The General Ledger is a self balancing record that
summarizes financial activity for the entire unit.

b. Financial reports are prepared directly from the General
Ledger or indirectly through the use of a trial balance.

c. Posting sources for the General Ledger include the Cash
Receipts-Sales Journal (figure 17-13), Purchase Register
(figure 17-1), Cash Disbursements Journal (figure 17-8),
and General Journal.

2. Procedures.

a. The General Ledger is posted monthly from all books of
original entry.

b. Use a separate ledger or each year. General Ledger pages
should be in account number order.

c. Maintain separate accounts for direct expenses and revenues
for each activity. Only one account need be maintained for
assets and liabilities.

d. General Ledger pages can be purchased in a variety of styles.

The General Ledger should include columns for:
(1) Date of entry

(2) Description/reference

(3) Debit entry

(4) Credit entry

(5) Balance

J. Close Out Procedures.

1. General.

a.

The books will be closed quarterly, corresponding to standard
NAFA reporting periods per Enclosure (13), Accounting
Periods. All transactions through the last day of the
accounting period will be inclused in the operations of that
quarter.

_17_
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J. 1. Db. The books of original entry should be summed and posted to
the General Ledger (figure 17-21) after transactions for the
last business day are entered.

2. Month/Quarter-End Posting and Trial Balance Preparation.

a. Complete journalizing of daily accounting transaction through
last day of period.

b. Review documentation to insure that all transactions through
the cutoff date have been collected.

c. Post general ledger accounts from books of original entry.

d. Compute the end of period balances in each of the general
ledger accounts.

e. Enter general ledger account balances to trial balance
worksheets. A sample worksheet is provided in (figure
17-22). Cash Assets should be listed first, proceed with
other accounts in numerical sequence.

(1) Allow debit and credit columns on the trial balance for
adjustments, accruals, and final/report balances. If
calculations of gross profit by department are being
made, then breakout sales, purchases and inventory
accounts by department.

f. Total all debits and all credits to check equality. Research
discrepancies.

(1) Determine that the end-of-period checking account
balance per reconciled bank statement equals both the
checkbook balance and General Ledger balance.

(2) Compare balances of subsidiary ledgers (receivables,
payables, etc.) to the General Ledger control accounts.

3. Accrual and Adjustment Preparation. Accruals and adjustments
made to General Ledger account balances reflect activity during
the period that has not yet been journalized or posted.
Accruals and adjustments are entered on the trial balance
worksheets. Accruals include adjustments for payroll, taxes,
leave, utilities and supplies etc.

a. Accruals are expenses incurred but not yet paid, journalized
or posted. Both accruals and adjustments to general ledger
account balances are entered on the trial balance worksheets.

b. Reversal of prior quarter accruals may be necessary.

c. Frequent accrual and adjustment entries include the
following:
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(1) To correct bookkeeping error.
(2) To record inventory shrinkage.
(3) Annual Leave. The annual leave liability should be

recalculated at the end of each accounting period. This
is accomplished by adding up the liability for each NAF
employee. Calculate as leave hours earned times current
hourly gross salary, use current rates. Note that leave
earnings in hours should be as of the close of the last
complete pay period. This amount is readily obtained
for the Individual Payroll Log-hours (figure 17-12).

(4) Salaries and Wages. Accrue salary and wage expense
from the close of the pay period to the last day of the
accounting period. This adjustment can be readily
estimated by determining the salary expense for the
activity per day from the last full payroll period,
and multiplying by the appropriate number of days.

(5) Payables. Accrue trade and other payables as of the
last business day of the quarter; recurring charges such
as utilities should be recorded consistently (one
invoice each month). For purposes of accrual, a
purchase is to be considered a debt of the NAFA after
receipt of merchandise. Review all open PO's, unmarked
receiving reports, open return to vendor forms, and
other pertinent documents when calculating trade
payables. Group exchange trade payables by department
where applicable.

(6) Remittances. Accrue the HQ overhead expense for the
period. Other remittance items are a distribution of
profits and will be treated as a post closing entry.

(7) Reserve for Asset Replacement. Accrue the Reserve
for Asset Replacement as 1% of sales for the accounting
period.

(8) Applicable Prepaid Items. Determine proper
allocation of prepaid or annual costs, earned income
amounts and other operating or nonoperating expenses
and enter amounts to trial balance worksheets.

Add total debit and total credit entries to insure that
debits equals credits. Research any discrepancies.

Add or subtract adjustments to final adjusted balances for
all entries on trial balance worksheets.

Add all credit balances and all debit balances of "adjusted"
columns to insure equality.
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J.

K.

3.

g. Post all accruals and adjustments from the trial balance to
the general journal for posting to the general ledger.
This provides documentation for all adjusting entries.

Financial Report Preparation.

The Results of Operations Report (CG-5228) and statement of
Financial Condition (CG-5228A) will be prepared from the trial
balance. Other management reports and schedules for local use,
should be completed at this time, Budget projections should be
made or revised for future periods if necessary.

Closing Adjustments on an Annual Basis. After computing

report balances and determining net profit for the quarter,
several adjustments need to be made and posted to the General
Ledger. These include closing entries for revenue/expense
accounts and profit distribution entries. Ending Net Worth needs
to be increased by the net profit (resulting from the close out)
and reduced by distributed profits. After completing these
entries the ending Net Worth on the General Ledger will equal the
amount shown on the Statement of Financial Condition.

Post Closing Trial Balance. After the closing entries are

posted a post closing trial balance should be prepared. The only
accounts with non-zero balances will be the balance sheet
accounts. If the closing entries have been recorded properly all
other accounts will have zero balances.

Accounting System Files. Generally documents should be retained

for three years. The following files are required:

1.

Cash Receipts. Includes the following documents grouped by

day: receipted bank deposit slips, Exchange Receipts (figure
17-18, CG-4984), cash register tapes, Activity/Individual Daily
Reconciliation (figure 17-14, for CG 5298), and Layaway Tickets
(figure 17-17, CG-5101). Daily cash receipt documents should be
summarized, balanced, reviewed and posted to the Cash Receipts -
Sales Journal (figure 17-13) prior to filing.

Cash Disbursements. Include Purchase Orders (figure 17-3,
CG-4553) with attached bills of lading and/or receiving reports,
approved invoices, and other supporting documents. These files
may be maintained by vendor, chronologically (typically monthly),
by type of document filed or a combination of these.
Documentation for active accounts, such as large vendors, tax
authorities, etc., are most efficiently referenced when filed by
vendor. Create new files at the beginning of each fiscal year.
All invoices and purchase orders must be cancelled (marked paid)
and annotated with the date paid and check/voucher number.

-20-



10.

11.

12.

13.

14.

15.

Enclosure (17) to COMDTINST M7010.5,

CH-10

JAN 25 1982

Purchase Orders (figure 17-3, CG-4553). Maintain a numerical
file of all purchase orders for reference, in addition to the
copy in the cash disbursement file.

Open Purchase Orders. One copy of unsatisfied or blanket
purchase orders should be maintained in a numerical or vendor
file. Closed purchase orders must be cancelled and filed
together with other disbursement documents, as noted in
paragraph K.2.

Unmatched Receiving Documents. Contains receiving
reports/bills of lading that have not yet been matched with
invoices and PO's. Attach packing slips or delivery tickets to
the receiving report.

Accounts Payable. Contains unpaid invoices, accompanied by

PO's and receiving reports (where appropriate). These items
should be arranged in a tickler file by payment due date.
Payments may be prepared in advance (such as when bill paying is
done weekly) but should not be mailed until due. This will

maximize earnings on NAFA cash assets. Cash discounts should be
taken.
Merchandise Transfer Form (figure 17-5, form CG-5303). File

these forms chronologically after posting to the appropriate
ledger.

Bank Statements. Contains monthly bank statements,
reconciliations, cancelled checks, and other supporting
documents.

Payroll. Maintain an accounting payroll file apart from
the personnel file. This file will contain current Individual
Payroll Log-Hour forms (figure 17-12).

Inventory. Contains physical inventory sheets, worksheets,
Markup/Markdown Vouchers and other information pertaining to the
physical inventory.

Budget and Financial Reports. Contains all reports submitted
to Commandant (G-FNM) including Results of Operations (CG-5228),
Statement of Financial Condition (CG-5228A), Annual Budget
Reports (CG-5227, CG-5227A), and all supporting worksheets.

Contracts and Agreements. Contains concession contracts,
loan agreements, satellite agreements, etc.

Correspondence. Chronologically file correspondence in
accordance with the standard Coast Guard filing system.

Accounts Receivable. 1Includes Layaway Sales Tickets (figure
17-17, CG-5101) and other receivables documentation. A small
accounts receivable subsidiary ledger could be kept in this file;
a card or ledger system should be used when there are a large
number of receivables transactions.

Satellite Activity. Contains monthly Status of Satellite
Exchange reports and nay other records of transactions with the
Satellite.
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The following pages contain samples of the forms listed in "L. Table of Forms."
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L. Table of Forms:

AVAILABLE IN

FIGURE NAME BROOKLYN SUPPLY FORM NO.
17-1 ~BPurchase Register No *
17-2 _~Accounts Payable Ledger No ¥
17-3 Purchase Order Yes CG-4553 Rev
17-4 _Receiving Report Yes €G-5300
17-5 " Merchandise Transfer Form Yes CG-53013
17-4 ’;/Chncellacion Ordér Yes CG-5302
17-7 P.0. Adjustment Letter No
17-8 Cash Dishursements Jourmal No *
17-9 Return for Credit Yes €G-5301
17-10 Pavroll Summarv No *
7-11 Payrol!l Ledger No *
17=-12 Individual Payroll Log-hours No
17-13 Cash Receipts-Sales Journal No **
17-14 Activitv/Individual Daily Reconciliation Yes €G~-5298
17-15 Cash Register Adjustment Voucher Yes CG-5299
17-16 Refund Voucher Yes €G-5307
17-17 Lay Away Ticket Yes CG-5101
17-18 Exchange Receipt Yes CG-4984
17-19 Department Sales Analyvsis No
17-20 Monthly Sales Analysis No
17-21 General Ledger No **
17-22 Trial Balance Worksheet No **

#Denotes those forms that are applicable to a one write svstem.

*tDenotes those forms that are available through the General Services
Administration.
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U5 CCAST CUAFD
Ione-spprorrizted Pmad Sorivisy

DATE

Reference: P.O. No.

Gentieman:

in reference to your letter of the
following information is forwarded:

0O ADJUSTMENT MADE ACCORDING TO OUR PURCHASE ORDER COST
PRICE: it is our policy to make payment based on the purchase order prices
since our markups are determined from this base. As a result deductions are
made when an invoice reflects a higher price.

O ADJUSTMENT MADE ACCORDING TO SHORTAGES:

O We have enclosed photostatic copy of the freight bill/packing siip/bill of
tading or memorandum warehousae as proof of shortages.
O We have considered concealad shortages.

0O ADJUSTMENT MADE ACCORDING TO OUR PURCHASE ORDER SHIPPING
INSTRUCTIONS: FOB Destination.

O ADJUSTMENT MADE ACCORDING TO OUR PURCHASE ORDER TERMS.

If any other assistance is required to settla this matter, please do not hesitate to call

Sincerely,
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TRANSPORTA HTON U S COAST GUARD NAFA oare

U5, SOAST GUARD ACTIVITY/INDIVIDUAL DAILY RECONCILIATION

CHECK ONE

O REGISTER SALES PERSON NAME REGISTER NO
SUMMARY

O AcTIVITY DEPT /LOCATION ACTIVITY ID
SUMMARY

SALES BREAKOLUT
4

SDEPT 0 z s 2 ¢ INDIVIDUAL OR |
kO REGISTER REGISTER REGISTER REGISTER REGISTER REGISTER TOTAL ACTIVITY

TOTAL B

v

CASH:!SALES RECONCILIATION 'i

Cash batance, bag nming of day
Add Cash Sdles
Check Sales
Credit Sales
Layaway Salet-gross
Coupons
Stuamps
Less Refunds/Returny
Voids
Overnings
Total Sales, agrees with above
Toral Sales plus beginring cash
Less Poruion of layaway sales not pad today
Payouts
Plus Pgyments on prior layawsys
Other cash receipts
Total Adjustments to Sales =
Cash Balance befors adyusiment :
Cash Over or Short +
Cash on Hand' for next day -
Amount depos:ted/turned mr
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Lk TRBUTIGN
LAY AWAY TICKET T
US.LC EXCH, NO-OlGOOS
CUSTOMER § NAME & ADDRESS CUSTOMER PHONE NO DATE
1]
FINAL PAYMENT DUE | NOOF PKGS| BINNQ
QuaN DESCRIPTICN BEPT Uttt AMOUNT

FRICE

VCERTIZa THAT THE w85, MERC MR IS] 11 4T FOR RESaLE

AND 1S PURZHASED FOR TOTAL
Mvu\:‘:;w D o DEE:E‘EEM: Bogll;rilbi LESS DEPOSIT
CLiCmmiE | DT SnALELTR PERAGT RO BALANCE DUE
Yotk biif TitE
PAYMENTS DUE RECORD OF ADDITIONAL PAYMENTS
DuE ERQUNT Daie AMOUNT ME W ) aTIUSIED
LAl oVE Pai EMIEPED 81 PAID gatance | PEFUNDE BALANTE
p— ]
APFRC +ED FOR CELIVER. 8y OaTE CUSTOMER § SKSMATURE |